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RESEARCH AS A TOOL "™™ 
IN LONG-RANGE COMPANY PLANNING 


William S. Royce 


GRAPHIC ANALYSIS FOR 
MORE EFFECTIVE MANAGEMENT CONTROL 


Thomas S. Dudick 


SOME BASIC QUESTIONS 
IN PENSION PLANNING 


Donald A. Corbin 


TECHNIQUES FOR PROJECTING ALTERNATIVES 
Wm. L. Raby 


NOILNGINLSIG HO4 NadO 
oT euoTT] *roqzry uUy 
ALVIGTYT * [Uet; 


uustuotNy ro 4g tsreatuy 





ill The New Social 


Security Law Affect Your 
Company’s Pension Plan? 





Under the new Regulations, Social 
Security contributions and benefits JOHNSON & HIGGINS 
will rise steadily for the next several ae 
years. Contributions will be payable xs 
on the first $4,800 of annual income, 
instead of $4,200 as before. 











































— How They Alfect Your Pension Plan 
a result of th changes, your From the Howse Ways & Means Commatee Report In the move then twenty years sume Seusal Sevurity s 
ae “Your Comantice 11 equally inmevand aboot the pineungs as depressaun legnlotne, the program 
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explains the 1958 amendments to Sameegnennceeee: ee ee 
° e e ° goes ap. the sytem has wot beow adjusted to sabe ths wo the 19 propecteon of $10 2 month (Eventually, he's 

Federal Social Security legislation. It serarse weameore niece: 1O eee 
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very offusal advne to employers Fadure w revnr your The d nee hes maeer- 


send you a copy without cost or a eee 
obligation. Please ask for iia a 

“SOCIAL SECURITY REPORT’ A 

on your company letterhead. 


























JOHNSON & HIGGINS 


EMPLOYEE BENEFIT PLAN CONSULTANTS 
INSURANCE BROKERS-—AVERAGE ADJUSTERS 


63 WALL STREET - NEW YORK 5 


Chicago + San Francisco - Los Angeles + Detroit + Cleveland + Philadelphia ~- Pittsburgh + Buffalo 
Seattle - Wilmington - Minneapolis - Atlanta - Vancouver - Winnipeg - Montreal + Toronto - London 
Havana - Rio de Janeiro - Sao Paulo - Curitiba + Caracas + Maracaibo - Puerto La Cruz 














“unnyy NG y 


HOW TO 
PREPARE FOR THE CPA EXAMINATION 





IAS offers an intensive CPA Coaching Course which has produced . . 


outstanding results. It is available only to competent accountants 


qualified through ecnining and experience to prepare for the 


wee 


CPA examination, No _attempt is ‘made to teach general xccounting 


The need for special 
coaching has been well 
established by innumerable 
experienced accountants 
who have floundered 

in the examination room. 
They knew how to make 
audits but they didn’t know 


(1) how to analyze 
problems for the 
purpose of deciding 
quickly the exact 
requirements. 


(2) how to solve 
problems quickly, 


(3) how to construct 
definitions acceptable 
to the examiners, 

or 


(4) how to decide 
quickly on proper 
terminology. 


the: éntire ‘cdursé is pointed directly at the CPA’ exatriination. 


@ The IAS-CPA Coaching Course has been designed for busy 
accountants. The home-study method of tutoring is ideally 
suited to CPA examination preparation. Maximum use can be 
made of every available hour. 


e@ The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes hun- 
dreds of CPA examination problems and questions, with 
solutions supplemented by elaborate explanations and com- 
ments, working sheets, side calculations, and discussions of 
authoritative opinions. 


e Written examinations at the end of each assignment re- 
quire solutions to problems of CPA examination calibre. 
These are sent to the school where the grading, including 
personal comments and suggestions, is done by members of 
the IAS Faculty, all of whom are CPAs, Supplementary 
review material is furnished to those who want to ‘‘brush up” 
on specific accounting subjects, at no additional cost. 


The IAS booklet, “How to Prepare 
for the C.P.A. Examination” is avail- 


: gq 
et able free upon request. Address your 


card or letter to the Secretary, IAS... 


INTERNATIONAL ACCOUNTANTS 
SOCIETY, INCORPORATED 


A Correspondence School Since 1903 
209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 


IAS I$ AN ACCREDITED SCHOOL, ACCREDITED BY THE ACCREDITING COMMISSION OF THE NATIONAL HOME STUDY COUNCIL 
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Editorial material in THE CONTROLLER is 
selected in accordance with the following: 


CONCEPT OF MODERN CONTROLLERSHIP 
of Controllers Institute of America 


1. To establish, coordinate and maintain 
-hrough authorized management, an integrated 
plan for the control of operations. Such a plan 
would provide, to the extent required in the 
business, cost standards, expense budgets, sales 
forecasts, profit planning, and programs for 
capital investment and financing, together with 
the necessary procedures to effectuate the plan. 


2. To measure performance against approved 
operating plans and standards, and to report 
and interpret the results of operations to all 
levels of management. This function includes 
the design, installation and maintenance of 
accounting and cost systems and records, the 
determination of accounting policy and the 
compilation of statistical records as required. 


3. To measure and report on the validity of 
the objectives of the business and on the effec- 
tiveness of its policies, organization structure 
and procedures in attaining those objectives. 
This includes consulting with all segments of 
management responsible for policy or action 
concerning any phase of the operation of the 
business as it relates to the performance of this 
function. 


4. To report to government agencies, as re- 
quired, and to supervise all matters relating 
to taxes. 


5. To interpret and report on the effect of 
external influences on the attainment of the 
objectives of the business. This function in- 
cludes the continuous appraisal of economic 
and social forces and of governmental influ- 
ences as they affect the operations of the 
business. 


6. To provide protection for the assets of 
the business. This function includes establish- 
ing and maintaining adequate internal control 
and auditing, and assuring proper insurance 
coverage. 


sii 


P 





a eae 
Member Member 
Audit Bureau Magazine Publishers 
of Circulations Association, Inc. 


510 





Contents for November 1958 


FEATURES 


RESEARCH AS A TOOL IN LONG-RANGE COMPANY PLANNING— 
Research is important in evaluating alternative financing plans and 
the economies of conflicting programs for long-range company 
policy—William S. Royce ‘ é 


GRAPHIC ANALYSIS FOR MORE EFFECTIVE MANAGEMENT 
CONTROL—How to present statistical data for faster interpretation 
and action—Thomas S. Dudick oy 


SOME BASIC QUESTIONS IN PENSION PLANNING—Comments on 
pension questions which all companies should ask themselves— 
Donald A. Corbin 


TECHNIQUES FOR PROJECTING ALTERNATIVES—How to use 
mathematical and accumulative techniques to project probable 
results of alternative courses—Wm. L. Raby . . .. 


NATIONAL COMMITTEE CHAIRMEN, CONTROLLERS INSTITUTE . 


DEPARTMENTS 
CORRESPONDENCE a? 
SCANNING THE SCENE—Pau! Haase 
DATES AHEAD 
PAGING THE NEW BOOKS . 


CASES IN CONTROLLERSHIP 
Reviewed by Glenn A. Welsch 


RESEARCH NOTES 
PERSONAL NOTES 
OPPORTUNITIES 


Page 


519 


522 


530 


539 


512 
517 
532 
542 


550 
552 
556 


THE CONTROLLER. Published monthly by Controllers Institute of America, Inc. Editorial office, 
Two Park Avenue, New York 16, N. Y. Publication office, 73 Main Street, Brattleboro, Vermont. 


Second class postage paid at Brattleboro, Vt., September 1, 1937, under the act of March 3, 1879. 
Subscription $6.50 a year. 2 years $11.00. Single copy 65c. Orders from nonmembers of CIA out- 
side Continental U. S. and Canada must be accompanied by remittance. Address subscriptions 
(and notices of change in mailing address) to the Circulation Manager care of the New York office. 


Advertising rate card available upon request to the Advertising Manager. 


Change of address should be sent before the first of month preceding the issue to be changed. 


The editor will be pleased to review manuscripts submitted for publication, but will not be re- 
sponsible for loss in transit or otherwise. The views expressed in the various articles are those of 
the authors and not necessarily those of Controllers Institute of America. Printed in U. S. A. 





POSTMASTER: Send Form 3579 to The Controller, 2 Park Ave., New York 16, New York. 





VOLUME XXVI, No. 11 Copyright 1958 Controllers Institute of America, Inc. 


NOVEMBER 1958 





Ytim 








| 
| 
i 
{ 





YyuM 


Today’s only machine that 
automaticaliy code-punches 
and tabulates original records 





The new Keysort Tabulating Punch operates on a 
unique principle. It code-punches quantities and 
amounts into the body of your original Keysort 
cards as a by-product of establishing accounting 
controls. This same machine then automatically 
processes these proven records through basic ac- 
counting functions to the preparation of necessary 
management reports. 

The proven speed and flexibility of Keysort for 
classification is now coupled with internal code- 
punching for machine tabulation of original rec- 
ords. This is the Automatic Keysort System... a 
new concept that allows you to proceed in an orderly 


ROYAL M°CBEE 


NEW CONCEPTS 








NEW KEYSORT TABULATING PUNCH 


and profitable manner toward office automation 
along with the growth and expansion of your 
business. 

At a rental of less than $100 a month, this versa- 
tile machine is simple to operate and readily 
adaptable to centralized or decentralized procedures 
in companies of all sizes. In many important areas 
of plant control — job costing; labor distribution; 
inventory; labor, material and production control; 
sales and order analysis. In retail customer billing. 
In service organizations and hospitals — in every 
type of operation requiring fast, accurate data 
processing. 

Call your nearby Royal McBee Data Processing 
Representative to arrange for a demonstration, or 
write Royal McBee Corporation, Data Processing 
Division, Port Chester, N. Y. for illustrated 
brochure 8-565. 


- data processing division 


IN PRACTICAL OFFICE AUTOMATION 




















Editors, THE CONTROLLER: 

As you know the June 1958 issue of 
THE CONTROLLER included my article 
“The Cost of Capital Function for a 
Firm.” I am planning to have some of my 
published material together with presently 
unpublished materials included in a vol- 
ume entitled ‘Lectures in Financial .Man- 
agement.” These lectures will.be primarily 
for the use of our own students. I hereby 
request your permission to reproduce the 
article. 

The William C. Brown Publishing 
Company of Dubuque, Iowa, will send you 
a copy of a workbook that I prepared en- 
titled “Financial Management—A Work- 
book of Case Problems.’’ Although the 
workbook is designed primarily for a col- 





















most timely because the leading article ip 
the June 1958 issue of the American Eco. 
nomic Review was “The Cost of Capital 
Corporation Finance and the Theory of In. 
vestment’” by Franco Modigliani ang 
M. H. Miller who are both on the faculty 
of the Graduate School of Industrial Ad. 
ministration, Carnegie Institute of Tech. 
nology. 


ROBERT M. SOLDOFSKY 
Assistant Professor of Finance 
State University of Iowa 
Iowa City, Iowa 





“OF MAKING MANY BOOKS THERE IS NO END .. .” 


lege course in Business Finance, it may be 
very useful in the: educational programs 
conducted by many of your CIA members. 

You probably know that the American 
Economic Review, a publication of the 
American Economic Association, includes 
a section on articles published_in various 
outstanding periodicals. One?agetagetlassi- 
fications within the periodicalagsection is 
Business Finance. If you would send a 
copy of the June 1958 issue of THE CoN- 
TROLLER: to the managing editor at Stan- 





ford University, Stanford, Calif., a notice 


of the article appearing in THE CONTROL- 
LER will probably be included in the next 
quarterly issue of the Review. The notice 
of the fact that your publication carried 
an article on the cost of capital would be 


to author and journal. 
A. H. RUBENSTEIN 











CHICAGO 
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Saw 


Depreciation and Depletion Studies 
Valuations and Appraisals 
Organization and Business Reports 
Securities Registration Investigations 
Design and Construction 
Industrial Engineering 


Ford, Bacon & Mavis 


Engineers 


39 BROADWAY, NEW YORK 6, N. Y. 
* LOS ANGELES 











Editors, THE CONTROLLER: 


We would appreciate your permission to 
publish the article “Profit Performance 
Measurement of Division Managers” by 
Joel Dean from the September 1957 issue 
of THE CONTROLLER in a collection of 
readings intended for class use in connec- 
tion with a course in organization. Our 
plan is to produce'a mimeographed ver- 
sion for use in our classes this fall and to 
proceed with eventual publication in book 
form through regular commercial: chan- 
nels. Full credit would, of course, be given 


























C. J. HABERSTROH 

Assistant Professors 

School of Industrial Management 
Massachusetts Institute of Technology 
Cambridge, Mass. 






Editors, THE CONTROLLER: 


Professor Cyril O’Donnell and I are 
planning to publish a book of readings in 
management as a companion volume to 
our “Principles of Management’’ book, 
the second edition of which will be pub- 
lished by McGraw-Hill in January 1959. 
Within the limitations of space, it is our 
hope to present in a manner more widely 
available to students some of the most sig- 
nificant writings which have appeared in 
this area. 

With this in view, I would appreciate 
it if THE CONTROLLER would give us per- 
mission to reprint “Profit Planning for the 
Operating Man” by Wilson T. Seney from 
the May 1954 issue. Naturally, we would 
give proper credit to author and publisher. 


HAROLD KOONTZ 

Professor of Business Policy and 
Transportation 

University of California 

Los Angeles, Calif. 


“INDUSTRIAL GRADUATION” 
ONE WRITER CALLS IT 


Editors, THE CONTROLLER: 


I'm indebted for your kind thoughtful- 
ness in sending me a copy of THE CON- 
TROLLER for May 1958 containing a fe- 

(Continued on page 514) 
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Westinghouse reduces 
report writing costs 50%, 
trims duplicating time 30% 


@ Westinghouse Electric Corporation, 
long seeking a fast and economic way 
to produce progressive financial re- 
ports, found the solution in xerography 
and offset duplicating. 

In progressive reports, each month’s 
figures are added in columnar se- 
quence to those of previous months. 

Xerography—clean, fast, dry, elec- 
trostatic—copies all prior information, 
thereby eliminating retyping and con- 
sequently reducing all typing 50%. 
Costly preprinted masters are also elim- 
inated as are the preserving, filing, run- 





ning down, and repreparation of each 
master for typing. Time saved in du- 
plicating amounts to 30%, making it 
possible for Westinghouse to meet, and 
substantially improve, its statement 
deadline. 

Other benefits are the creation of a 
uniform statement, regardless. of the 
number of typings, and the fact that, 
without affecting the master, original 
copy may be easily erased or overlaid 
with changes for rapid correction. 

Write for proof-of-performance fold- 
ers showing how companies of all kinds 








and sizes are saving thousands of dol- 
lars yearly and speeding paperwork by 
xerography. HaLow Xerox Inc., 58- 
127X Haloid St., Rochester 3, N. Y. 
Branch offices in principal U. S. and 
Canadian cities. 


HALOID 
XEROX 
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FINANCIAL IN THE CONTROLLER 


EXECUTIVES 
Caclasswoly 


COVERS 
INTERESTS OF 
CONTROLLE! 





by Hans C. Todt 


by Ray Marien 


tk PROFILE OF 


by Herbert F. Klingman 





view of my book on retirement as well 
as the fine supplement* you've also issued 
on the subject. 

Needless to say, I was greatly pleased 
to see this. Please accept lots of thanks 
for yourself and associates, and if you 
have an opportunity please pass along 
my thanks to Louis M. Nichols for a very 
nice and well-handled review. 

Incidentally, congratulations on the 
fact that you are interesting yourself edi- 
torially in this increasingly important 
subject. 

GIFFORD R. HART 
Blairstown, N. J. 


* A combined reprint of “Are Controllers 
Planning for Their Own Retirement?” and 
“Keeping Busy Though Retired” plus two 
book reviews of “Some Observations on Execu- 
tive Retirement” and “Retirement: A New 
Outlook for the Individual” (Mr. Hart's book) 
is available for $1.00. Address Reprints, THE 
CONTROLLER, Two Park Ave., New York 16, 
NY. —T he Editors 


MORE AND MORE READERSHIP 
Editors, THE CONTROLLER: 

ENI, the National Oil Products organ- 
ization, has just established a management 
and technical program for executives and 
engineers of the ENI operating companies. 
The Institute has the cooperation of Dean 





Forthcoming Features 


ye THE CONTROLLER LOOKS AT 
THE PURCHASING DEPARTMENT 


%& HOW TO CONTROL “REPORT-ITIS” 


THE CORPORATE CONTROLLER 


Part Il of a three-part series 








Morris E. Hurley, on leave from Syracuse 
University, College of Business Adminis- 
tration, and other Italian and American 
professors and specialists coming from 
leading universities of the United States 
and Europe. 

The course of Finance and Control is 
led by Professor Morton Backer of New 
York University, who has joined our Insti- 
tute for two years. He suggested the use, 
as lecture material, of the article by Peter 
M. Chiuminatto entitled “Direct Costing,” 
which appears in a conference proceedings 
booklet “Budgeting, Forecasting and Re- 
turn on Investment” published by Con- 
trollers Institute in 1955. 

In this connection, we are writing you 
as we would be very pleased to receive 
your authorization to use this material for 
our academic year 1958-1959, We expect 
this to be very useful for the participants’ 
understanding of the subject they are be- 
ing taught. 

SEVERO MOSCA 

Director, Istituto Direz. e Tecnico ENI 
Ente Nazionale Idrocarburi 

Roma, Italy 


Editors, THE CONTROLLER: 
S. William Dwyer of the Aerofin Cor- 


Pe NOVEMBER 1958 





| 





| 


| 


poration in Syracuse has brought to oy 
attention the splendid article in the June 
issue of THE CONTROLLER. It is ey 
tremely gratifying to us that the paper 
illustrated was an installation produced 
by us. 

May we have your permission to t¢. 
produce pages 278 and 279 (‘‘Account- 
ing That Provides Figure-Facts”) fo, 
distribution in Syracuse and central New 
York state? Complete credit will, of 
course, be given. 


CHARLES H. KALETZKI 

Bohanon Stationery and Engraving 
Co; inc, 

Syracuse, N. Y. 


EXPERIENCE, INC. 


Editors, THE CONTROLLER: 

In an article by Royal B. Alcott in the 
May 1958 issue of THE CONTROLLER 
entitled “Keeping Busy Though Re. 
tired” reference is made to “Experience, 
Inc.’ Could you please tell me the ad. 
dress of that body as I should like to 
learn more about it ? 


NOEL GRIFFITHS 

Public Relations Officer 

Rural Bank of New South Wales 
Sydney, Australia 


The address of Experience, Inc., men- 
tioned is 2174 Railway Exchange Building, 
St. Louis 1, Missouri. —The Editors 








What’s the 
difference between 
an estimate 
and an appraisal ? 


An estimate of value expresses an opinion, 
It may or may not be an informed opinion. 
While an appraisal also expresses an opin- 
ion, it must, to be valid, be based on an intel- 
ligent analysis of all the relevant facts. It must 
be completely objective and without bias. 


For more than 60 years, The American 
Appraisal Company has furnished industry 
with reports based on authoritative infor- 
mation, supported by detailed factual data. 


Since 1896... LEADER in PROPERTY VALUATION for 
Property control * Accounting * Insurance 
¢ Taxes ¢ Corporate financing 


The AMERICAN 
APPRAISAL 


Company® 


Home office: Milwaukee 1, Wisconsin 
Offices in 18 Cities Coast-to-Coast 
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Budgeting and Evaluating R&D Costs 

Growth in corporate expenditures for research and de- 
velopment—and the concurrent need for adequate controls 
and reporting—has been the subject of increasing discus- 
sion by controllers and financial officers during recent years. 
According to a recent survey by the National Industrial 
Conference Board, expansion of research programs is be- 
ing followed closely by efforts to improve management con- 
trol of corporate research activities. For example: 
Formal research and development budgets are now used 
to control expenditures in 71 per cent of the surveyed firms. 
These budgets generally involve detailed breakdowns of 
authorized research costs and frequently are apportioned by 
research project. Seven of every ten of the companies studied 
follow formal review procedures to “consider and evaluate 
research proposals prior to their adoption.” Many firms con- 
duct reviews at specified intervals during the course of the 
research. Some companies review research projects only be- 
fore they are undertaken and others do so only after the re- 
search is under way. 
Outlays for basic research take up only a relatively small 
share of most cooperators’ industrial research budgets. In 
general, the greatest proportion of participants’ industrial 
research budgets goes for applied research and develop- 
ment work. Of the 147 cooperating firms conducting such 
investigations, 126 spend more than half of their budget on 
them. Of these, 62 devote almost all their budget to applied 
research. 
A third type of industrial research expense involves mis- 
cellaneous projects not of a basic or applied nature. For 
example, research staffs conduct quality control research, ren- 
der product services, do trouble-shooting on customer com- 
plaints, or supply the trade with technical information and 
advice. Eighty-nine of the cooperating companies spend re- 
search dollars on such activities, and many others spend 
money for these purposes but do not regard them as part 
of their research and development budget. 
Determining the ultimate value to the company of indi- 
vidual research results is a difficult, and at times impossible, 
task for many companies, the Conference Board reports. 
More than half the participants have no method for assessing 
the value of their research after its conclusion. On the other 
hand, many of the companies with formal research evalua- 
tion procedures are uncertain about whether they are ‘‘prac- 
tical” or “fully realistic.” Often their approach allows “‘par- 
tial” evaluations or is effective only ‘‘in certain instances.” A 
number of cooperators state flatly that their present assess- 
ment method is not very satisfactory. 











Despite the difficulties in pinpointing the dollar benefits 
from their research expenditures, most cooperators believe 
that their research activities have been very valuable. Typi- 
cal is the attitude of one company president: “We cannot 
exist without research.” 


Curbing Expense Accounts 

Many companies have been taking a critical look at lib- 
eral expense account policies and have decided that greater 
austerity is in order, according to a survey on current prac- 
tices published in Dun’s Review and Modern Industry, 
which also notes that attitudes towards expense accounts 
vary widely. While some companies regard them simply as 
a necessary cost in getting business but one to be watched 
with extreme care, others see them as fringe benefits. 

Half the responding companies reported they are looking 
for ways to reduce expense account expenses and are tight- 
ening up the internal reporting of them. Better than 21 per 
cent of the survey responses—representing almost half the 
firms committed to cutting personal expenses—have tight- 
ened up on expense account reporting procedures. This is 
being done by a demand for greater detail in expense re- 
porting or requiring executives to have their expenses ap- 
proved by their superiors. 

One of the more interesting phenomena, growing out of 
the Internal Revenue Service's heightened interest in busi- 
ness expenses, has been the increased use of credit plans 
and direct billing of companies. Even firms that aren’t do- 
ing anything in particular about their expense accounts re- 
port they are making greater use of charge plans. Three 
areas are being singled out in the drive to reduce expense 
account charges: 


1. Close to 16 per cent of the companies that are striving 
to reduce expense account charges singled out entertain- 
ment. 

2. Better than 11 per cent are endeavoring to do some- 
thing about costs per trip. | 

3. Close to a third of the expense-trimming concerns 
have taken steps aimed at the reduction of travel generally 
and, specifically, curtailment of attendance at conventions, 
trade shows, and symposiums. 


As to results to date, more than 13 per cent of the com- 
panies that have instituted strong expense-cutting programs 
report business expenses have been reduced anywhere from 
5 per cent to as much as 35 per cent. Many others who, for 
one reason or another, cannot gauge results that specifically, 
report that savings have been evident. And since every 
company looks forward to the day when the profit line 
again starts upward, what is expected to happen to all these 
carefully worked out expense account controls? In the opin- 
ion of more than 70 per cent of the respondents who have 
set up such controls, the present controls will be continued 
when business improves. 

Even recession clouds can have some silver linings. 

—PAUL HAASE 
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Research 


AS A TOOL IN LONG-RANGE COMPANY PLANNING 


William S. Royce 


OST COMPANIES know their own in- 
M dustry situations and prospects very 
well—otherwise they could not long re- 
main in business. This knowledge usually 
is sufficient for short-term planning and 
action. But many of the changes taking 
place outside their own industry can have 
a much greater impact—beyond the im- 
mediate control of management—and this 
tendency will increase with the acceler- 
ated interaction of industries. Therefore, 
most firms need help on knowing and 
understanding the changes outside their 
industry that may affect them. 


ASSESSING THE CHANGES 
IN THE FUTURE 

One of the biggest problems in modern 
business planning is that of assessing the 
changes in the markets for products. 
Buggy whips, rayon, transistors—who 
knows which way the demand will go, 
and why? Yet dozens of company deci- 
sions must be based on someone's concep- 
tion of future market trends. 

Assuring the availability of supplies 
and raw materials at economical prices is 
another major problem that greatly affects 
company long-range planning. We are re- 
minded of the great forest products com- 
pany that literally ‘‘had to grow” from a 
strictly lumber producer to a fully inte- 
gtated industry. The reason? After care- 
ful research, company executives decided 
that was the only way they could assure 
their future timber supplies. 

The success of any company is deter- 
mined largely by its ability to get its 
products to the users economically and 
efficiently. Thus consideration must be 
given constantly to changing distribution 
systems and the developments in transpor- 
tation and communications. Recent com- 
parisons between the methods of the 
United States Post Office and any good 
mail order house will tell the story. 

In a highly competitive economy, every 
firm must be alert to developing and eval- 
uating new marketing methods. Some- 


times it pays to look again at an old mar- 
keting method, as witness the current 
debate over whether door-to-door selling 
is obsolete or preparing for a comeback. 

Higher standards of wages and work- 
ing conditions, as well as the trend to- 
ward automation, place a premium on the 
planned utilization of manpower. Having 
the right man for the right job at the 
right time is crucial, when expensive 
equipment may lie idle or orders be lost 
for any failure in this respect. 

Real estate management for industrial 
purposes has become a highly valued sci- 
ence, in a day when land costs and taxes 
are constantly rising. Should the firm buy, 
sell, or lease—if so, when and on what 
terms ? 

Financial planning—the heart of any 
company’s long-range efforts—really de- 
pends on the finding of satisfactory an- 
swers to all the problems included in the 
categories just listed. 

In one way or another, each business 
firm requires tremendous amounts of in- 
formation about a great variety of subjects 
in order to make the proper decisions in 
each of these planning areas. Long-range 
planning is not a “cloud seven”’ affair but 
the orderly business of making decisions 
today on the problems that will affect to- 
morrow. Every firm must perform some 


Research is important in evaluating 
alternative financing plans and the 
economies of conflicting programs 
for long-range company policy 


long-range planning research, whether 
done inside the company or by outsiders, 
to assure its corporate future. 


WHAT IS PLANNING “RESEARCH”? 

Right here is a good point at which to 
ask what we mean by “research” in con- 
nection with company planning. This is a 
word that has been defined in many ways. 
Certainly it consists in much more than 
the haphazard asking of questions or 
reading of current popular literature. For 
our purpose Webster's definition is still 
as good as any: 


Research is a critical and exhaustive in- 
vestigation having for its aim the revision 
of accepted conclusions, in the light of 
newly discovered facts. 


The problems just listed are many and 
varied. Some of them fall ‘clearly within 
the major responsibility of a single com- 
pany department. Others cut across de- 
partmental lines and are significant in 
planning many facets of a company’s 
over-all operations. 

The following are some examples of 
research important in long-range plan- 
ning, listed by standard management de- 
partment headings. Yet they indicate how 
difficult it may be for even those depart- 








WILLIAM S. ROYCE is manager of Stanford Research In- 
stitute’s Pacific Northwest Office in Portland, Oregon. His 
career included UP reporting, U.S. Army service, a turn 
at political campaign management, and a post as principal 
assistant to a Congressman before he became a consultant 
on implementation of the industrial dispersion program 
with the National Security Resources Board in 1951. From 
1953-54, before joining SRI’s Washington, D. C. Office, 
Mr. Royce was a special assistant in the Office of De- 
fense Mobilization. In 1957 he assumed his present duties. 
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ment heads to anticipate the problems of 
five, ten, or twenty years in the future. 


Market Research 

Almost every long-range management 
decision must reflect some judgment re- 
garding the trends in the market for a 
company’s products. Yet the future mar- 
ket for one industry’s products frequently 
depends upon developments in other in- 
dustries or upon social or economic fac- 
tors seemingly unrelated to the company’s 
immediate sphere of interest. 

A major example within an industry, 
of course, is chemicals, where new devel- 
opments in plastics have made other 
“new” plastics almost obsolete before 
they were on the market. More spectacular 
is the field of electronics, where a dying 
phonograph industry has become the 
magic world of Hi-Fi. 

Wherever such things can happen, it is 
important to look as far ahead as possible 
in answering these questions: 


1. What is the likely impact of techno- 
logical change on total production and 
production costs, their effects on the total 
market, and on the company’s share of the 
market? Consider, for example, the im- 
pact on various industries of such devel- 
opments as the coming of natural gas to 
an area that depended on coal or oil 
stokers, the use of synthetic fibers in place 
of wool or silk, and the transition to air 
travel instead of rail. The coming of the 
commercial jet age will have an effect on 
virtually every industry and form of eco- 
nomic activity. 

2. What would be the result of changes 
in the competitive picture through the 
growth or decline of competing companies 
and/or through the effect of government 
actions such as taxes, tariffs, freight rates, 
etc., on the ability of the industry or the 
firm to compete with others? 


e . e . e e . * e e 





3. What would be the impact of new 
products—those that create or force obso- 
lescence of the company’s existing prod- 
ucts and/or those that create new market 
opportunities? 

4, How can we find new outlets, new 
marketing methods, that may help in- 
crease the market for the company’s prod- 
ucts? 


Materials and Resources Surveys 

The tremendous growth of the United 
States industrial economy, coupled with 
the great increases in industrial produc- 
tion throughout the world, have placed 
fantastic requirements on the sources of 
raw materials. Thus, industrial firms are 
increasingly concerned with trends in the 
consumption of materials, their effects on 
price and supply, and the effects of gov- 
ernment measures to conserve or stimulate 
the use of materials. 

Company planners must ask questions 
like these: 


1. What is the balance between the 
rate of new discoveries and the depletion 
of existing sources of materials we use? 

2. What is the potential for develop- 
ment of substitutes or synthetics—(a) 
Resulting from “chance” or research- 
forced discovery; and (b) Adopted be- 
cause of changing price or supply of tra- 
ditional materials? 

3. Which is better for our firm—to 
own our materials sources or to buy from 
others? (In a growing sense, the firm 
that depends on others for raw materials 
may actually be only “renting’’ its source 


of supply.) 


Product Development Research 

The development of new products is 
obviously a major factor in company 
growth. Yet product development research 








“Ed Hooper’s been with the company only half the time you have 


and he’s so successful he’s had ulcers for years 


“Ml 
! 
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can be directed to various purposes and 
its results can have an impact in man 
ways on other company operations. Some 
of the suggested purposes include: 


1. Forcing technological change to suit 
a company’s own purposes, such as round. 
ing out a product line, utilizing by-prod. 
ucts, making better use of productive ca. 
pacity or technical skills; 

2. ak se ahead of competition, pre. 
venting obsolescence of product lines; 

3. Forcing obsolescence to assure a con- 
tinuing market ; 

4. Anticipating the needs of other 
changing industries ; and 

5. Evaluating the effects of automation 
and other developments on production 
costs. , 


Distribution Research 


Company planners will find it increas- 
ingly necessary to improve their own dis- 
tribution systems to pare costs to the 
minimum and increase efficiency to the 
utmost. But more than that, the complex. 
ities of distribution have forced greater 
recognition of distribution problems in 
such things as product design, packaging, 
sales organization, and market evaluation. 
In virtually every aspect of company 
planning, it is necessary to anticipate new 
developments in transportation, materials 
handling, communications, and ware- 
housing, to capitalize on them and avoid 
depending too long on outmoded systems. 


Manpower Utilization Research 


With the increasing complexity of in- 
dustrial tasks and the need for higher 
skills, as well as more enlightened atti- 
tudes toward the humane aspects of em- 
ploye relations, proper selection and 
utilization of manpower have become of 
extreme importance. Research in the field 
of manpower management may be di- 
rected to solving the financial problems 
regarding the future effects of a company’s 
commitments on seniority, retirement pro- 
grams, unemployment benefits, and many 
other factors. The actual impact of these 
factors on a company’s finances may be 
determined ultimately by developments in 
other segments of the economy—which 
the firm’s management may anticipate but 
which it cannot control. 

The trend toward automation leads to 
other inquiries on manpower requirements 
for the future. These include the ques- 
tions: 


1. Will automation in the company actu- 
ally reduce the total number of jobs? 
What new jobs will it create? How can 
we best use the manpower displaced from 
lower grade jobs? What are the most 
efficient and economical methods of re- 
training men? 

2. What psychological factors confront 
the company in automation? Can the 
machines be designed so that ordinary men 
can still control them? 
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Real Estate Management 

Until a decade or two ago, real estate 
management was a matter of small con- 
cern to most companies. There was plenty 
of space and if they needed a new plant 
they simply went out and bought some, 
frequently with plenty of room for the 
future. Today it is not so simple and to- 
morrow it may be even more difficult. 
Planning for new plant locations, two to 
ten years ahead, to assure availability of 
roper sites when needed, depends on 
many factors that constantly are changing. 
Prime sites in of near major cities are 


rising rapidly in price. 


FINANCIAL PLANNING 

All these activities inevitably lead us to 
the subject of greatest interest to a con- 
troller—financial planning. This, of course, 
is a chicken-or-the-egg situation, for 
sound financial planning is integral to the 
successful solution of all the other prob- 
lems. And at least some measure of com- 
pany long-range planning has tradition- 
ally been done at the controller level, 
whenever authorization for capital ex- 
penditures has been preceded by careful 
study and evaluation. 

If we look at all the other categories 
of long-range planning effort for which 
research can be an effective tool, we find 
that its greatest value is as a guide to the 
long-range financial planning of a com- 


ny. 

“ the first place, evaluation of the 
interplay between all the other factors is 
essential to determining and scheduling 
the long-term capital requirements of a 
business. It is necessary to the phasing of 
capital expenditures to avoid crises, to 
planning a desirable state of liquidity of 
assets, and to anticipating the effect of the 
tate of inflation on the company’s own 
position. In many ways, long-range re- 
seach is important in evaluating alter- 
native long-term financing plans, such as 
ownership versus leasing of real estate, or 
financing by issuance of stock or bonds or 
from earnings. Finally, comprehensive re- 
search techniques are important in evalu- 
ating the economics of conflicting pro- 
posals for long-range company policy. 

It is for these reasons that we find more 
and more companies in which the con- 
troller takes an increasing interest in the 
over-all research program and its applica- 
tion to company long-range planning 
activities. It is healthy also to find an in- 
creasing awareness of the potential impact 
of successful research on a company’s 
financial position—not only that it may 
open up new opportunities but also that 
it may cost money to capitalize on such 
Opportunities. Indeed, money may be 
wasted on research to find a new product 
or a new market if the company cannot 
afford the additional expenditures neces- 
sary to exploit the breakthrough. 

It should be noted that all the questions 
taised here are susceptible of research. To 








HIGH-PAID TALK 


Executives spend too much of their high-priced time 
gabbing, according to an industrial engineering manager of 
Calumet and Hecla’s Wolverine Tube Division. 

A two-year efficiency study of top management revealed 
that some 85% of the time of 20 executives at Wolverine 
was consumed by “‘oral communications” while “reading, 
writing and just plain old thinking” accounted for the re- 


mainder. 


“More time should be given executives to be alone,” 
said Dr. Brisley who made the study, “and it should come 
from the time spent talking to other people.” 


some degree, each of them is researched 
in every company, whether the activity is 
formally labelled as research or not. But 
by recognizing them as research problems, 
they can be subjected to proper and sys- 
tematic investigation rather than handled 
by hunch or by prejudice. Only in this 
manner can good answers be obtained 
that are compatible with over-all company 
objectives. 


HOW TO CARRY OUT 
LONG-RANGE PLANNING RESEARCH 

The company organization for long- 
range planning research may place pri- 
mary responsibility in a single executive 
or in a special staff unit or it may be 
somewhat decentralized. For its internal 
aspects, it certainly is at least a part-time 
function of every executive and is a con- 
cern of all personnel. The National In- 
dustrial Conference Board’s 1956 survey 
of company planning activities revealed 
that frequently the primary responsibility 
for coordinating these efforts is vested in 
the controller. 

— track of external changes that 
may affect a company’s future, however, is 
usually too big and complex a job for 
either the individual executives or even a 
staff unit. Therefore, they must depend on 
some sources of outside aid. The sources 
of aid include both those of a continuing 
nature (the periodic reports of agencies 
that are well in pe a company’s 
work) and those used to develop specific 
information (such as contracted project 
research). 

The continuing sources include reports 
of government agencies, such as the 
Census Bureau, general reading, and busi- 
ness periodicals. They also include the 
special news services covering individual 
industries or other specific subject matter. 
But usually these sources provide only 
generalized information that is difficult to 
apply to a specific company’s problems. 


. . . . . . * . . 


More frequently, a company must avail 
itself of data on particular subjects in 
minute detail in order to assure proper 
application of general trend information 
to the company’s own planning. In other 
cases, it may be necessary to develop 
wholly new techniques for _—— or 
analyzing the available information, to 
get the kind of answers that are useful for 
the company’s purposes. It is at this point 
that individual research projects must be 
undertaken, whether by the company’s 
own research staff or through outside or- 
ganizations. 

Because these outside sources of informa- 
tion are of such a wide variety, any com- 
pany’s long-range planning organization 
must have some method of reviewing and 
evaluating their output. Somehow, they 
must screen out from the great mass of 
information published each day in this 
country those particular items, that are of 
concern to the firm. Then they must be 
sure the data are interpreted correctly in 
the light of the company’s peculiar sit- 
uation and objectives. This has become 
a near-hopeless task especially for the 
small firms with limited staffs and for the 
greatly diversified firms having many in- 
terests. It is for this reason that many 
firms have turned to independent research 
organizations.. They have asked for help 
with the job of selecting and digesting 
those items that may prove significant to 
a company’s long-range planning staff. 

One of the chief advantages of using 
a “research approach” to company plan- 
ning is that it forces a continual recogni- 
tion of the dynamics of modern business. 
Naturally, a company must establish cer- 
tain goals over some definite future 
period. Then it must agree on certain 
steps that will help it meet those goals. 

But for the planning to be realistic, it 
must first assure that the goals, as well as 
the steps to meet them, are in tune with 

(Continued on page 547) 
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Graphic Analysis 


for More Effective Management Control 


Thomas S. Dudick 


+ ies BASIC STATISTICS which supply management with informa- 
tion on sales trends, inventory levels, new orders, selling-price 
trends and production costs pour out daily in an endless stream, 
building up a mass of data on every phase of the company’s 
operations. The mere existence of such information is not 
enough for good management control—it must be presented in 
a concise manner which will lend itself readily to further 
analysis and facilitate prompt decisions. 

The modern-day controller whose responsibilities are spread 
over every phase of management activity does not have time 
to read all the reports and to synthesize the trends contained 
therein; he must look for ways of controlling by exception— 
wherein obvious deficiencies stand out in such a way that they 
virtually scream for corrective action. 

Graphic analysis has helped to solve this problem at Allen B. 
DuMont Laboratories. Some of the graphic controls which have 
recently been installed are demonstrated and explained in this 


paper. 


BACKLOG 


The first of these is graphic analysis of new orders, shipments, 
and backlog. The trend of new orders is the indicator of business 
which casts the shadow of coming events. While many com- 
panies will religiously keep statistical records of new orders, 
shipments and backlog, trends are frequently lost in a maze of 
fluctuations which are never properly evaluated. 

The absence of concise information leaves areas open to dis- 
pute. Generally in industry, sales people will frequently blame 
the factory for reduced sales volume because of delays in manu- 
facture. The factory will in turn argue that the sales group is 
looking for excuses for losing sales to competitors. Effective 





- THOMAS S. DUDICK, a graduate of 
New York University, is budget di- 
rector, Allen B. DuMont Laboratories, 
Inc., Clifton, N. J. He is a member 
of the N. J. Chapter of the NSBB and 
an associate director of the Pater- 
son Chapter of the NAA. He has au- 
thored several articles which have ap- 
peared in the NAA Bulletin, Business 
Budgeting and Wire & Wire Products. 
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How to present statistical data for 
faster interpretation and action 


management control cannot tolerate accusations and crossaccusa- 
tions which tend to destroy company spirit and to becloud the 
true issues. The true facts must be known so that sound recom- 
mendations and decisions can be made. 

A simple graph similar to Exhibit 1 will frequently highlight 
trends which would not be readily perceptible from a study of 
raw statistics such as those which were used to construct Table 1. 














EXHIBIT 1 
ORDER INTAKE VERSUS SHIPMENTS AND BACKLOG 
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Note in this graph that the ‘‘new orders” line and “shipments” 
line can be readily compared to determine whether the factory 
is keeping pace with the order intake. It is quite evident that 
shipments are not only keeping up with new orders, allowing 
for lead-time, but are eating away rapidly at the backlog. This 
sharp downtrend in the backlog of orders shows management at 
a glance that unless new orders start coming in very quickly, a 
dangerous situation will arise in a matter of a few weeks. 

Although Exhibit 1 is shown for a period of only one yeat, 
the graphs actually used encompass a two-year period. This 
permits a comparison with the prior year in order to compensate 
for seasonal factors. 

The correct use of scales is an important factor in any graph. 
One company of the writer’s knowledge prepared graphs show- 
ing the backlog in development and production contracts on 
two differently spaced scales with the result that the impression 
was conveyed that development contracts were increasing at 4 
rate so much faster than the reduction in production contracts 
that the net result was a gain in military business. Exhibit 2 
demonstrates how the two —_ were prepared. Note that the 
spaced scale used for the development contracts (thousand 
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show an entirely different picture. Note that the total line 
shows a marked downtrend when both types of contracts are 
taken into account. (Continued on page 524) 
TABLE 1 
ORDER INTAKE VERSUS SHIPMENTS AND BACKLOG 

Weeks New Orders Shipments Backlog 

1 $26,310 $11,415 $120,065 

2 15,960 16,205 119,820 

3 12,100 12,402 119,518 

4 12,350 12,075 119,793 

5 21,100 10,779 130,714 

6 13,965 11,905 132,774 

7 17,014 9,642 140,146 

8 22,212 18,060 144,298 

9 16,126 13,782 146,642 

10 17,130 18,392 145,380 

11 21,324 23,062 143,642 

12 19,134 26,436 136,340 

13 16,031 37,345 115,026 

14 11,213 13,619 112,620 

15 11,962 19,947 104,635 

16 13,402 14,696 103,341 

i. 1341 13.390 102008 BACKLOG OF PRODUCTION CONTRACTS 

18 10,320 12,165 100,217 } | } { : ASAE ROPTK SAATSRAEKE RORSS Rake Sew AE Awe ae 
19 10,721 20,736 90,202 meccesal tresscascs coaee: I gages seers seene Secneeess. Seca ane wa 
20 11,420 23,580 78,042 re i Saaes REREE EEEEE CODES EEeee ceene ceanal 
21 11,306 15,046 74,302 tte ae 

2 11,904 13,225 72,981 fewer seeseueccnseus saan 
23 13,416 17,731 68,666 Saaeeee hanes eee e tty Set 
24 13,333 15,738 66,261 = gage areas uauwanesnaancencres: scceanes' ann sre 
25 12,620 14,781 64,100 a ey i SASH ERE SA CKSS Rese SORE ae ae h mae 
26 11,220 12,270 63,050 

27 11,350 12,300 62,100 

28 11,441 11,561 61,980 

29 16,688 15,643 63,025 

30 15,843 14,878 63,990 

31 14,400 14,328 64,062 

32 13,926 15,946 62,042 

33 14,667 13,062 63,647 

34 16,660 16,591 63,716 

35 18,899 18,417 64,198 

36 25,554 14,360 75,392 

37 20,002 18,349 77,045 

38 18,309 14,738 80,616 +t 

39 14,445 14,023 81,038 7 

40 13,212 12,053 82,197 3 Eee 

41 13,196 12,057 83,336 Trt 

42 11,778 16,198 78,916 tii44 

43 11,662 10,470 80,108 is ; hes y 

44 15,925 18,261 77,772 

45 20,669 27,403 71,038 EXHIBIT 2A 

. bo on pe TOTAL BACKLOG OF CONTRACTS 

48 14,121 18,503 61,117 SHOWING BREAKDOWN OF DEVELOPMENT 

49 14,365 17,426 58,061 

50 20,259 30,103 48,217 

TABLE 2 


dollars) is four times greater than the spaced scale use for pro- EXHIBIT 2 
juction (million dollars) type, thus magnifying the upward BACKLOG OF DEVELOPMENT CONTRACTS 


trend by four times. 
The same figures plotted on a common scale in Exhibit 2A 

























































































































BACKLOG OF DEVELOPMENT AND PRODUCTION CONTRACTS 


Production Development 






















($000 Omitted) Contracts Contracts Totai 
1957—Jan. 4,538 302 4,840 
Feb. 4,920 499 5,419 
Mar. 5,106 588 5,694 
Apr. 5,769 503 6,272 
May 5,806 476 6,282 
June 6,211 686 6,897 
July 6,674 567 7,241 
Aug. 5,830 1,549 7,379 
Sept. 5,227 1,935 7,162 
Oct. 4,646 1,887 6,533 
Nov. 3,774 1,815 5,589 
Dec. 3,889 1,730 5,619 
1958—Jan. 3,139 1,455 4,594 
Feb. 2,486 1,316 3,802 
Mar. 2,318 1,238 3,556 
Apr. 1,942 1,649 3,591 Sener ae ae pa deesageeee = 
May 2,045 1,552 3,597 
pr nyo Meo peo FE: CORSTROMLER . . 5... ce cen NOVEMBER 1958 
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INVENTORY CONTROL Another type of management control used at DuMont js 

In spite of all that is written on the subject of the desirability illustrated in Exhibit 3. This graph serves the dual purpose of. 
of keeping down investment in inventories, the natural tendency 
is for inventories to ‘‘creep up’’—with the attendant additional 
costs of handling, storage, insurance, interest, frozen cash, and 


1. Showing the sales performance against budget. | 
2. Showing the inventory investment against budget. | 


obsolescence. In the illustration shown, the actual sales for January, Febrp. 
ary, and March of 1958 indicate that sales have fallen short of 

EXHIBIT 3 budget. This is not an unfamiliar pattern when expected sales 

COMPARISON OF SALES AND INVENTORIES do not materialize as is frequently the case in a recession—by 


familiar or not, management must keep inventories from getting 
out of control. 


EXHIBIT 4 


SALES AND PER CENT PROFIT ON SALES 
BY SEVEN TELEVISION MANUFACTURERS 


“Thousand dollars 
000 Dollars 


Per Cent 


+ } 





OPM AMI TASOWNOSTF MANS JAS ORD 


1957 1958 
TABLE 3 8 
COMPARISON OF SALES AND INVENTORIES 
STORES & W.I.P. FINISHED 
SALES INVENTORIES INVENTORIES 


($000 Omitted) Budget Actual Budget Actual Budget Actual 
































1957—Jan. 1,124 2,225 2,310 

Feb. 1,133 1,790 2,480 

Mar. 1,046 960 2,860 

Apr. 729 984 2,400 

May 374 1,435 1,855 

June 1,091 1,760 1,725 

July 1,056 1,765 1,360 

Aug 1,478 1,810 1,540 TABLE 4 

Sept. 1,739 1,970 1,630 SALES AND PER CENT PROFIT ON SALES 

Oct. 1,501 1,755 1,860 OF SEVEN TELEVISION MANUFACTURERS* 

Nov. 1,747 1,730 2,150 

Dec. 1,255 1,503 1,960 (Figures are Total Total % Profit Average 

1958—Jan. 1,316 986 985 1,176 1,780 2,230 millions) Sales Profit on Sales Factory Price 

Feb. 1,195 994 896 1,100 1,620 2,235 

Mar. 1,093 703 800 995 1,380 2,230 1947 $ 464.37 $22.07 4.75 $281 

Apr. 875 899 665 1,170 1,260 2,220 1948 541.73 24.37 4.50 234 

May 710 822 562 1,165 ~=—-1,425—«‘1,990 1949 566.75 27.91 4.92 193 

June 1,368 995 1,170 1950 965.99 63.05 6.53 181 

July 1,179 1,200 1,180 1951 856.98 40.65 4.74 178 

Aug. 1,248 1,210 1,503 1952 995.45 38.28 3.85 171 

Sept. 1,893 1,305 1,310 1953 1,250.32 45.70 3.66 170 

Oct. 1,899 1,320 1,460 1954 1,098.92 32.04 2.92 142 

Nov. 1,393 1,015 1,580 1955 1,142.23 35.48 3.11 139 

Dec. 1,219 890 1,582 1956 1,090.03 21.80 2.00 126 
1957 1,114.91 26.88 2.41 122 

PE CONTROLER... .. 2... NOVEMBER 1958 * The seven manufacturers are: Admiral, Emerson, Hoffman, Motor- 





ola, Magnavox, Philco and Zenith. 
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The graph has been prepared on semilogarithmic paper be- 
cause comparison of relative changes is more significant than 
arithmetic changes, particularly when several variables of 
differing magnitudes are being watched. In other types of inven- 
tory controls, deviations from budget can frequently be ex- 
Jained away for reasons which sound quite rational. A pictorial 
presentation of the facts quickly brings to light in Exhibit 3 
such facts as: 


1. Work-in-process inventory is climbing in spite of the fact 
that sales are in a downtrend. This means an increase in 
finished inventories can be expected in the following month. 

2. Work-in-process and finished-goods inventories taken to- 
gether are almost as high as they were during the same period 
in the preceding year even though sales are lower. 


While the same facts could be obtained from statistical calcu- 
lations, graphic presentation permits such observations to be 
made almost instantly without resort to a series of figures and 
time-consuming experimental calculations. 


EXHIBIT 5 


PRODUCT A 
ANALYSIS OF OPERATIONS 
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SELLING-PRICE TRENDS 

Often, management will observe a continual erosion in profits 
which may be blamed on excessive distribution costs, high 
operating costs, poor mix of sales, or numerous other possi- 
bilities. An occasional analysis of selling-price trends will fre- 
quently be quite revealing. In the field of television manufacture, 
voluminous statistics are available—the market research group 
in almost every company knows that profits in TV have been 
eroding because of the constant downward pull on the average 
factory price per set, which in 11 years has been cut to more 
than half in spite of the fact that the size of the picture tube, an 
important element of cost, has doubled. However well these 
facts are known to the statistically minded, a pictorial presenta- 
tion will do more in the way of educating other members of the 
management team than reams of statistics. 

Note in Exhibit 4 that even though the sales trend of the 
seven television manufacturers portrayed has been in a healthy 
upward trend over the 11-year span, the per cent profit on sales 
has dropped at a more rapid rate than the reduction in the 
average selling price per set. It is not the intent of this paper to 
make an analysis as to the reason for this situation but rather 
to point out that even though a graph shows trends and useful 
comparisons not readily evidenced by raw statistics, even more 
important, these graphs will raise questions, will provoke 
thought, and encourage further probing into the basic factors 
underlying good management decisions. 


PRODUCTION COSTS 

Exhibit 5 represents an analysis of actual costs for fabricated 
parts from a group of punch presses. The cost per thousand 
represented by the bar charts in the lower portion of this exhibit 
is obtained by dividing the total number of units produced in 
the month into the various cost elements. 

Total material cost is obtained by accumulating the costs of 
the material issued out of stock adjusted by beginning and end- 
ing floor inventories. Labor is accumulated against the product 
for each type produced so that production per hour for each 


geet * part is readily available. 
ae Variable overhead is represented by such variable costs as 
& maintenance, power, supplies, and materials handling while 
ms fixed costs are costs of supervision, occupancy and depreciation. 
Ss [7220 ox Sales value of production is obtained by adjusting actual 
. 4 ila 7 ouecr caer —sdbook ed sales for the month by the increase or decrease in inven- 
N - tory of finished parts: 
8 ; - ; 
wigs SALES less increase (or plus decredse) in finished parts 
‘ equals SALES VALUE OF PRODUCTION. 
2 The space between the sales value of production line and the 
top of the bar charts will show visually the spread between 
wan ree mae ape ty wun su Aue’ SEP cer wov' o&t JAN manufacturing costs and sales price in the various months. 
S954 (Continued on page 526) 
TABLE 5 
ANALYSIS OF OPERATIONS 
Direct Variable Fixed 
Units Mark-up Sales Value Total Cost Material Cost Labor Cost Ovhd Cost Ovhd Cost 
Per Hour Divider Per Thousand Per Thousand Per Thousand Per Thousand Per Thousand Per Thousand 
Jan. 2940 107% $12.45 $13.30 $10.40 $ .60 $1.18 $1.12 
Feb. 3090 69 17.60 12.15 8.75 48 1.20 1.72 
Mar. 3220 84 14.80 12.41 9.20 .65 1.16 1.40 
Apr. 3180 57 14.57 8.36 4.85 77 1.03 1.71 
May 3195 100 14.58 14.56 10.78 1.03 .98 1.77 
June 2960 91 14.85 13.55 9.20 1.07 1.45 1.83 
July 2910 82 15.95 13.11 8.10 1.25 1.49 2.27 
Aug. 2875 99 15.40 TS.12 10.65 1.15 1.41 1.98 
Sept. 3215 75 16.15 12.05 8.78 .87 aa 1.65 
Oct. 3285 68 17.65 12.03 9.05 95 83 1.20 
Nov. 3305 76 15.55 11.75 9.17 78 aa 1.05 
Dec. 3260 74 15.50 11.50 9.06 76 .83 85 
Jan. 3465 66 16.25 10.80 8.74 80 45 81 
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The markup divider is the percentage which when divided 
into actual costs equals the sales value, or conversely : 
Actual Costs 


Sales Value = Markup Divider 


As the cost per unit increases the markup divider becomes a 
larger percentage. Note in the months of May and August when 


costs and sales value are approximately the same, the markup 


EXHIBIT 6 


COMPARISON OF SEASONAL PATTERN OF SALES 
WITH PATTERN OF PRODUCTION BASED ON 
NUMBER OF WORKDAYS 
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TABLE 6 
COMPARISON OF SEASONAL PATTERN OF SALES 
WITH PATTERN OF PRODUCTION BASED ON 
NUMBER OF WORKDAYS 
SALES BREAKDOWN WORKDAY BREAKDOWN 
Monthly Deviation of 
Sales Monthly Per Sales % from 
Forecast Per Cent Workdays Cent W orkday % 
Jan. $ 1,558,200 8.4% 21 8.5% —.!1 
Feb. 1,539,650 8.3 19 7.9 + 4 
Mar. 1,743,700 9.4 23 9.4 _ 
Apr. 1,502,550 8.1 21 8.8 — 7 
May 1,354,150 73 21 8.6 —1.3 
June 1,372,700 7.4 21 8.9 —1.5 
July 1,131,550 6.1 11 4.4 +1.7 
Aug. 1,484,000 8.0 22 9.2 —1.2 
Sept. 1,706,600 9.2 20 8.2 +1.0 
Oct. 1,799,350 i 21 8.9 + 8 
Nov. 1,725,150 9.3 21 8.6 + 7 
Dec. 1,632,400 8.8 21 8.6 + .2 
$18,550,000 100.0% 242 100.0% 
Sele COOMTROUIRR .. .... 2. 0 0 oe vas NOVEMBER 1958 
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divider is 100%. It is management's desire to keep the marky 
divider at 70% which is the figure used oF eg the particular 
group of fabricated parts represented by Exhibit 5. 

The production-per-hour line indicates the level of produc. 
tivity. Note that when production rises to more than 3000 per 
hour in the last five months the markup divider averages about 
70%, indicating a higher degree of profitability. The fact that 
fixed costs per unit are lower in these last five months indicates 
that volume of production is at a high level. 


SALES VOLUME 
VERSUS PRODUCTION ACTIVITY 

The preparation of the annual budget always raises the ques. 
tion as to when fluctuations in sales volume will exceed and 
fall short of normal productive capacity. This is important in 
planning production, forecasting cash receipts and disburse. 
ments, controlling inventory, capital investment, and manufac- 
turing cost. 

Exhibit 6 highlights this quite vividly. The sales line is the 
anticipated year’s volume which has been charted according to 
the percentage that each month’s anticipated sales is to the total 
year’s sales—based on the normal seasonal pattern. A normal 
seasonal pattern need not be used, however, if there is reason 
to anticipate a different pattern. 

The pattern of workdays is merely a percentage that each 
month’s workdays are to the total workdays in the year. The 
difference between the two lines indicates when production 
would exceed sales and vice versa. 

The graph in the lower portion is the same as the upper graph 
except that the workday pattern is plotted as a straight line and 
the deviations of the sales pattern plotted above or below the 
straight line. Thus by fixing one of the lines we can more 
readily see where the deviations will fall and what direction 
they will take. Thus instead of assuming that the sales forecast is 
the production forecast, as is done in a number of companies, 
the budget can realistically take into account whether normal 
production capacity will satisfy the seasonal sales peaks without 
overtime, how much inventory must be built in preparation for 
sales peaks, what additional production facilities are needed, 
and what the financial requirements will be. 


FORECASTING RETURN ON INVESTMENT 
AND PROFIT ON SALES 
One of management’s big problems each year is to determine 
the acceptability of the budget. Such questions as the following 
always arise: 
1. How much sales volume should the sales department be 
expected to bring in during the new year? 
2. What percentage profit on sales should be expected? 
3. How frequently must investment be turned over? 


Any forward-looking management will always look backward 
for clues to answers to questions such as those listed above. 
Exhibit 7 is an analysis of sales, profits, and investment turn- 
over by quarters for a five-year period, a period sufficiently 
representative to give management a “‘feel’’ of the trends 
depicted. The bars in the lower half of the exhibit represent 
sales and profits by quarters. The dotted line in the upper half 
of the graph shows the per cent profit on sales, while the solid 
line shows the number of times that the investment in inven- 
tories and manufacturing fixed assets has been turned over 
during a year’s period. The latter figures were obtained by 
annualizing the sales for each quarter and dividing the invest- 
ment at the beginning of the quarter into the annualized sales: 


Sales for the quarter x 4 
Investment at the 
beginning of each 

quarter 





= Investment turns per year 
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Note that the per cent profit of sales fluctuates in sympathy 
with the number of turns in investment. Note also that when the 
investment turns per year fall below two turns losses occur. 
This is shown in the third quarter of 1954 when the investment 
turns fall below two. Note that in the following quarter 
a seven per cent loss results. Again in the third quarter of 1955 
when turns of investment drop below two, a loss occurs in the 
following quarter and the per cent profit on sales remains close 
to break-even until turnover on investment increases to two and 
a half turns. These are exact figures showing the financial results 
of an entire division of another company therefore the results 


EXHIBIT 7 


SALES, PROFIT AND INVESTMENT TURNOVER 
BY QUARTERS 





« PER CENT PROFIT ON SALES 
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+ 4 5 * +. if trouble in a particular area appears to be brewing. Nor should 
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depicted in this exhibit are factual rather than hypothetical. 

Through a study of this five-year period, management of this 
particular division will know that a sales level which turns in- 
vestment over only twice will be unacceptable because losses are 
likely to occur. Since historical information indicates that two 
and a half turns usually result in approximately 10% profit on 
sales or 25% return on investment (10% profit x 2.5 turns = 
25% return on investment) this would fix a desirable level of 
sales. If the investment for the coming year is expected to 
average $8 million, then $20 million in sales are required for the 
year in order to turn the investment two and a half times. 


SUMMARY 

Graphs are used to simplify a mass of statistics and to present 
these statistics in such form that trends and relationships will 
be readily perceptible without requiring time-consuming analysis 
of tabular data by members of the management team. 

The analyst must follow the rules of clarity and integrity. This 
is no more than is required of the accountant in the preparation 
of his regular statements. Since the accountant has a wealth of 
statistical information at his command, he is in an excellent posi- 
tion to present to management a pictorial digest of operations 


form or content. The analyst must be ever aware of and alert to 
management needs—always anticipating and ever probing for 
information which will be helpful and useful. : 


TABLE 7 


SALES, PROFIT AND INVESTMENT TURNOVER 
BY QUARTERS 









































Sales Sales Profit % Total Investment 
($000 Omitted) by Quarter Annualized by Quarter Profit Investment Turns Per Y ear* 

1953 1st Quarter $ 3,757 $15,028 $ 714 19 $ 3757 4.0 

2d Quarter 3,950 15,800 594 15 4,514 a3 

3rd Quarter 3,610 14,440 469 13 5,348 y ® 

4th Quarter 4,260 17,040 554 13 6,553 2.6 
$15,577 $2,331 

1954 1st Quarter 5,325 21,300 586 11 7,889 2.7 

2d Quarter 4,250 17,000 170 4 8,947 1.9 

3rd Quarter 4,100 16,400 ( 12) ( .3) 9,111 1.8 

4th Quarter 5,265 21,060 (369) @ 3 9,157 2.3 
$18,940 $ 375 

1955 1st Quarter 5,690 22,760 311 6 8,754 2.6 

2d Quarter 5,280 21,120 370 7 9,183 2.3 

3rd Quarter 4,540 18,160 91 2 10,682 1.7 

4th Quarter 4,780 19,120 (143) (3 ) 10,622 1.8 
$20,290 $ 629 

1956 Ist Quarter 3,995 15,980 40 1 9,400 1.7 

2d Quarter 4,085 16,340 81 2 8,600 1.9 

3rd Quarter 4,010 16,040 120 3 8,911 1.8 

4th Quarter 4,890 19,560 98 2 8,504 2.3 
$16,980 $ 339 

1957 1st Quarter 5,085 20,340 505 10 8,136 2.5 

2d Quarter 5,090 20,360 509 10 7,831 2.6 

3rd Quarter 4,765 19,060 381 8 7,942 2.4 

4th Quarter 6,470 25,880 906 14 7,842 3.3 
$21,410 $2,301 

* Investment turns per year calculated by dividing total investment into annualized sales 
I ie ag eg NOVEMBER 1958 
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SEPT. 2, 1958... MILESTONE IN COMPUTER HISTORY 


A few months ago, the first in a line of fully transistorized IBM data processing sys- 
tems was introduced. Orders from outstanding leaders in manufacturing, banking, 
utilities, and transportation signal enthusiastic recognition of the special abilities of 
the IBM 7070 to handle medium volume data processing problems. The big reason: 
IBM 7070 offers more performance per dollar than any other system in its class. How? 
Through unique efficiency and economy engineered into the IBM 7070 with advanced 


features like these: 


Transistor Design . . . simplifies installation, cuts installation costs, saves space, mini- 
mizes cooling power and maintenance. ‘Building Block’’ Units . . . modular concept 
means that IBM 7070 can grow as you grow. Maximum Processing Economy ...1IBM 
7070 “‘reads,”’ ‘‘writes,’’ computes simultaneously, provides ‘‘automatic priority pro- 
cessing,”’ furnishes immediate access to data. Pretested Programming .. . a library 
of advanced programs at no extra cost. Exclusive Operating Features . . . for the first 
time in a solid-state system, the IBM 7070 combines higher storage capacity and fast- 
er computing speed with high-speed input-output. Unrivaled Service... from educa- 
tion of your personnel to top-notch service engineering, from program planning to 
testing—IBM men and methods help put data processing to work for you sooner. 


For further details on the new IBM 7070, call your local IBM representative or write to: 
Internationa! Business Machines Corporation, 590 Madison Ave., N. Y. 22, N. Y. 


LEADERSHIP IN DATA PROCESSING 
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Some Basic Questions 
in Pension Planning 


Donald A. Corbin 


LTHOUGH MANY COMPANIES have not 
A yet adopted pension plans, the post- 
war growth of funds built up by private 
business for employes’ retirement benefits 
has been phenomenal. In his 1955 massive 
work, A Study of Saving in the United 
States, Raymond W. Goldsmith of Prince- 
ton estimated that retirement funds 
showed the most dramatic increase of any 
type of savings, comprising 20 per cent 
of the total during the period after World 
War II. At the time of this writing, total 
pension funds may equal $30 billion and 
are increasing by an amount in excess of 
$3 billion per year. 

Several basic questions arise in connec- 
tion with this growth, and relate mainly 
to pension planning. The important ones, 
which will be discussed in turn, are as 
follows: 


A. For companies without pension plans: 
1. Are current labor costs being under- 
stated in companies not having pension 
plans? In other words, does a contingent 
liability exist in connection with the high 
probability that the firm will be required 
to adopt a pension plan in the future? 
2. In planning for future employe pen- 
sions, should a regular pension plan or a 
profit-sharing plan be adopted and should 
it be qualified or nonqualified under the 
1954 Internal Revenue Code Section 401? 





DONALD A. CORBIN is assistant professor of Economics 
Riverside, 
which university he received his B.S., M.B.A. and Ph.D. 
degree in Economics. He is a CPA (Calif.) and presently 
engaged in his own private practice. Since 1942 he has 
divided his time between business assignments and teach- 
ing. He has written and lectured on many subjects pertain- 
ing to the fields of accounting and economics. This pa- 
per is an outgrowth of research done for a lecture to a 
chapter of the California Society of Public Accountants. 


at University of California, 


THE CONTROLLER.......... =e 


B. For existing or future pension plans: 
1. Should the plan provide for vesting 
of employes’ rights? 
2. What consideration should be given 
to the problem of increases in the cost of 
living during inflationary periods? 


COMPANIES WITHOUT 
PENSION PLANS 


In a thought-provoking article in the 
July 1957 issue of the Accounting Review, 
Cornelius Kurtz, president of Retirement 
Plans, Inc., New York, posed the possi- 
bility of a hidden contingent liability exist- 
ing for companies not having pension plans. 
A newly adopted plan usually calls for large 
lump-sum payments which are required 
for proper funding of the annuities for 
aging employes. These ‘‘past-service 
costs,” as they are called, are legally de- 
ductible as expenses under the tax laws, 
by means of spreading over future years. 
In reality, of course, they are additional 
wages which should have been recognized 
in the earlier working life of the employe. 
Considering these past-service costs to be 
future wages expense is just a convenient 
way of cushioning the shock associated 
with the present recognition of all the 
past accumulations. 

No companies to my knowledge are 
recognizing this contingency in either 


Calif., from 
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Comments on pension questions which 
all companies should ask themselves 


their internal managerial or external an- 
nual reports. Nor are they likely to in the 
reports to outsiders, in spite of the magni- 
tude of the amounts involved, because this 
would be tantamount to recognizing an 
impending pension plan. However, past- 
service years tend to grow, thus raising 
the amount of the contingent liability. If a 
company may reasonably expect that 
pensions are in the offing, immediate con- 
sideration should be given to this con- 
tingency. Current tax benefits are being 
foregone as well and management should 
be aware of the magnitude of costs asso- 
ciated with not having a pension plan. 

It is commonly believed that “small” 
companies cannot often “afford” to in- 
augurate a pension plan but the evidence 
does show that some small companies 
have done so. A small company can use 
one of the pension consultant firms which 
set up pension plans and then have a private 
actuary make the calculations. Alterna- 
tively, the trust department of a bank spe- 
cializing in pension planning could also set 
up the plan. As far as investments go, in 
order to get adequate diversification, 
either the common trust fund of the bank 
or mutual fund investments could be used. 


PENSIONS 
VERSUS DEFERRED PROFIT SHARING 
Assuming that deferred payments to 
employes are being considered, careful 
planning is in order. Details of the legal 
contract and such important questions as 
insured vs. trusteed plans, funding, 
amounts of annuities, and tie-in with 
Social Security have all been discussed 
elsewhere and will be omitted here. Law- 
yers, accountants, insurance companies, 
pension-planning firms and trust depart: 
ments of banks may all be consulted. The 
tax services and such recent publications 
as Commerce Clearing House’s Pension 
and Profit-Sharing Plans and Clauses, ot 
the Bankers Trust Company's study of Jn- 
dustrial Retirement Plans will also prove 
enlightening. In this paper, the basic 
(Continued on page 532) 
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with Burroughs Accounting Machines, you know 


If you’re hamstrung by accounting data that are incomplete, 
riddled with errors or colder than last January when you finally get 
them, there’s a proved answer to your problem: Burroughs Sensi- 
matic Accounting Machines. 


It doesn’t matter whether your problem child is payroll accounting, 
receivables, payables, inventory or something else. The Sensimatic 
can concentrate on any one job or, at the flick of a knob, master 
many—just as quickly, smoothly and automatically as you please. 


So with Sensimatics on the job, you get all the figure-facts you need 
to evaluate, control and guide your business effectively. And you get 
’em while they’re hot! 


For a demonstration, call our nearby branch today. Or write to 
Burroughs Corporation, Burroughs Division, Detroit 32, Michigan. 


Burroughs and Sensimatic—T M’s 
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45th National Convention 





questions are whether the plan should 
provide for regular pensions or deferred 
profit sharing and whether it should be 
qualified or nonqualified. A later section 
will consider the further basic problems of 
vesting and increases in the cost of living. 

Tax aspects of retirement planning are 
important in answering these questions. 
Qualified pension or profit-sharing plans 
offer tremendous tax advantages, but en- 
tail regular contractual obligations, non- 
discrimination among employes, and other 
restrictions on the employer in order to 
qualify. Nonqualified plans, whether con- 
tractual or not, on the other hand, permit 
wide variation and much freedom for the 
company. They permit favoritism among 
employes, deferred bonuses, and a variety 
of special features. These plans, however, 
must forego the special tax benefits of 
qualified plans. They thereby suffer serious 
tax disadvantages because, although the 
employer may agree to a deferred liability, 
he does not get any tax deduction until 
the benefits are paid. Likewise, the em- 
ploye pays tax under the Code’s annuity 
rules in the year he receives payment. 

The tax laws do not differentiate be- 
tween qualified pension or deferred profit- 
sharing plans. Each receives special tax 
benefits upon qualification, so that the 
choice of one or the other depends on 
other than tax considerations. Chief 
among these will be whether the com- 
pany’s profits are relatively stable and 
whether it wishes mainly to provide se- 
curity or incentive for the employes. 

The pros and cons of profit sharing as 
an incentive to employes have been dis- 
cussed both in this journal and in many 
other places. Two recent books are worth 
while for those who wish to pursue this 
further. Prentice-Hall’s 1954 book Suc- 
cessful Employe Benefit Plans presents an 
unbiased and comprehensive examination 


of the problem, whereas a treatment of 
the favorable aspects is given in the 1957 
edition of the Council of Profit Sharing 
Industries’ Profit Sharing Manual. It ap- 
pears from an examination of these and 
other writings that although most profit- 
sharing plans have failed, those which 
have lasted have been highly successful. 

In addition to the possible benefits of 
profit sharing as an incentive to employes, 
the employer is also freed of a fixed com- 
mitment. Under a profit-sharing plan, 
contributions are made only if profits 
exist. This is favorable to the employer 
but may not be satisfactory to the employe 
who may wish to know for certain what 
his benefits will be. 

Qualified pension plans will meet the 
latter objection. The employe knows in 
advance that fixed contributions will be 
made. He is offered additional wages in 
the form of deferred compensation during 
his retirement years. Further, both em- 
ployer and employe contributions will re- 
ceive tax advantages which would not be 
available were he to receive the wages 
currently. Thus wages in the form of a 
deferred qualified pension are of greater 
value than if currently received. 

In short, if earnings are sufficiently 
stable and employe security and goodwill 
are desired, a qualified pension plan 
should be chosen. On the other hand, if 
earnings are too unstable to warrant a 
fixed commitment or if employe incentive 
is the major goal, a qualified profit-shar- 
ing plan may be the answer. 


QUALIFIED PLANS 

What are the tax advantages mentioned 
above and just how may a pension or 
profit-sharing plan qualify? 

These are spelled out in various sections 
of the Internal Revenue Code and the 
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Commissioner's Regulations thereto. In 
brief, to qualify for special tax considera. 
tions a trust created by an employer for 
the exclusive benefit of his employes must: 


1. Call for regular contributions (un. 
der a fixed formula) by the employer, and 
possibly by the employe ; 

2. Not permit the corpus or income to 
be diverted by the employer; 

3. Not discriminate in favor of em. 
ployes who are officers or shareholders: 

4. Not engage in “prohibited trans- 
actions’’ such as lending, hiring, selling 
to or buying from the employer corpora- 
tion at preferential figures; and 

5. Not receive “unrelated income” 
from a trade or business of its own. 


These qualifications may appear tough, 
but exceptions do permit some leeway for 
the employer. For example, as is pointed 
out in Prentice-Hall’s excellent pamphlet 
by Herman C. Biegal entitled ‘How To 
Compensate Executive Employes,” choos- 
ing only employes with more than five 
years’ service or only employes earning 
over some figure such as $4,200 per year 
is not considered discriminatory within 
the meaning of Internal Revenue Code 
Section 401. This, together with contribu- 
tions which may be a stated per cent of 
salary (or bonus), permits a great deal of 
benefit to managerial groups. 

These higher paid employes also usu- 
ally desire postponement of income until 
they are in lower tax brackets or have 
capital-gains treatment for their income. 
These possibilities and other highly favor- 
able tax advantages are available to pen- 
sion or profit-sharing plans which meet 
the above qualifications. The following 
list summarizes most of these advantages. 
It should be noted that both the employer 
and employe receive special tax advan- 
tages. 

1. The employer gets a current tax de- 
duction for amounts contributed to the 
trust, even though the employe will not 
receive payment until he retires or dies. 
(Limitations exist on the funding of past- 
service costs, but these are fairly liberal.) 

2. The trust can accumulate investment 
income tax-free. (This holds true so long 
as the employer does not engage in pro- 
hibited transactions with the trust and its 
income is earned from investments rather 
than from operating a business. ) 

3. Although money is set aside for the 
employe (and even if he has a vested 
right thereto), no tax is owed until he 
receives payment. If he receives the money 
in installments, he is generally taxed 
under the annuity rules of Internal Reve- 
nue Code Section 72, which permits pro 
rata exclusion of the employes’ contribu- 
tions. However, if the employe will re- 
ceive all his own contributions within the 
first three years, all payments are excluded 
from income until such consideration has 

(Continued on page 554) 
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Magic® Margin and Twin-Pak, the instant-changing ribbon 
fingers never touch—save time, cut typing fatigue to a minimum. 
Call your Royal Representative for a demonstration and free 
trial. Your old typewriters are worth plenty in trade. 
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Techniques for Projecting Alternatives 


Wm. L. Raby 


HE PURE RESEARCHER in history may 
The interested in the past and its patterns 
for the sake of knowledge itself; the 
business executive has no corporate time 
for such refinements; the accountant can 
scarcely afford time, either. The very busi- 
ness existence of both the executive and 
the accountant depends on their passing 
the pragmatic tests of a competitive 
economy. Both are therefore interested in 
the past primarily as it casts light on the 
probable course of the future. 

This article deals with two techniques, 
one mathematical and one accumulative, 
for using the data from the past to project 
the probable results of alternative courses 
of action. 

These techniques make use of budget- 
type data. But, whereas a budget is essen- 
tially a plan and provides a basis for 
coordination and control, the purpose of 
projecting alternative courses of action is 
to assist in the process of making de- 
cisions. 


DECISION-MAKING 
The process of decision-making in busi- 
ness consists of : 


1. Defining the problem and the condi- 
tions of its solution; 

2. Obtaining the facts relevant to the 
problem ; 

3. Determining the alternative course of 
action available; 








THE COMIGOUER.............. 


How to use mathematical and accumulative 
techniques to project probable 
results of alternative courses 


. Accumulating additional information 
regarding the various courses of action; 
and 

5. Projecting the probable effects of 

adopting alternative courses of action. 


aN 


The accountant can play a definite role 
in each of these steps, and especially in 
steps two, four, and five. We will here 
concern ourselves, though, only with step 
five, the projection of the probable results 
of adopting alternative courses of action. 

We shall also ignore, for our present 
purposes, the use of projection techniques 
for other planning purposes and for 
coordination and control. 


THE MATHEMATICAL 
FORECASTING TECHNIQUE 

The mathematical technique uses the 
statistical analysis of past performance 
and projection of the relationships of the 
past into the future.* The approach is 
similar to that of the familiar variable 
budget formula of y = f + Rx. The total 
factory burden (y) is equal to the fixed 
factory expenses (f) plus the variable ex- 
penses. The variable expenses are ex- 
pressed in terms of a rate (R) applied to a 
measure of activity (x). 

Thus, “y = 900,000 + .80 x’ would 
be read as ‘‘factory burden is equal to 
fixed costs of $900,000 plus variable 
costs of 80 cents per unit of activity.” If 
the unit of activity were direct labor 


WM. L. RABY, CPA, partner in the CPA firm of Swenson 
& Raby, Rockford, Illinois, and formerly controller and 
treasurer of a leading hospital and surgical equipment 
manufacturer, is an assistant professor of Business Ad- 
ministration at the University of Arizona, Tucson, Ari- 
zona, where he teaches and does consulting work in profit- 
planning and income taxes. The accumulative projec- 
tion technique described by Mr. Raby in this article was 
originally developed for a small, multiplant manufactur- 
ing organization with a widely diversified product line. 
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hours, at a level of activity of one million 
direct labor hours, factory burden would 
be $1.7 million. Such a formula can be 
applied, obviously, to any element of cost. 
Some of the cost elements are dependent 
upon other cost elements. Therefore, the 
mathematics of the application becomes 
involved. But if the formulas are valid, 
the use of analytical geometry can provide 
projections of cost. 

The analysis of the past is based upon 
constructing a line of best fit (using the 
least-squares method) on a scatter chart 
representing past performance. If past 
performance is a reliable indicator of the 
future, the resulting formulas should 
prove reliable. Where past performance 
cannot be taken as a pa sufficiently pre- 
cise for projection, the technique may 
still be useful if adequate formulas can 
be developed. They could be developed, 
for instance, by constructing a series of 
fixed budget projections at varying vol- 
ume levels. The formulas for the various 
cost elements involved would then be de- 
rived through interpolation. 


THE ACCUMULATIVE 
PROJECTION TECHNIQUE 

But if we are going to have to analyze 
individual accounts in order to derive our 
larger formulas, it would appear that even 
more useful, and scarcely more time-con- 
suming, results are obtainable through 
constructing formulas for the individual 
accounts involved. Such formulas are 
more readily adaptable to changing busi- 
ness conditions, since they can be indi- 
vidually altered at any time. Further, 
these formulas can be applied without the 
use of analytical geometry, although they 
can also be pulled together into material 
on which a mathematical technique could 
be used and which could be programmed 
into a computer for speedy processing. 

In periods of change, which is all that 
we have had or can expect for many dec- 
ades, the past no longer furnishes ade- 
quate standards to guide the future, al- 

(Continued on page 536) 

* For a full discussion of a mathematical 
technique see Vazsonyi, Andrew, “Statistical 
Techniques for Financial Planning and Fore- 
casting,” THE CONTROLLER, May 1957, p. 216. 
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Can YOU Answer These 
NEW Tax Questions ? 


¢ Can stockholders of closely held 
corporations escape the double tax 
on corporations and individuals? 


* Can you get a full deduction when 
you sell small business stocks at 
a loss? 


¢ Under new rules, what can a tax- 
payer do to reduce his 1955 tax 
bill? 


¢ What change enables business- 
men to replace old equipment 
with new equipment for little or 
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though the past still helps in furnishing 
some of the data needed in constructing 
such standards. The mathematical tech- 
niques, as generally discussed, seem to 
place undue emphasis on the past. They 
also place too little emphasis on the bal- 
ance-sheet side of projected results. 

Yet the projection of balance sheet po- 
sition gives balance to the entire projec- 
tion technique. It combines in one manda- 
tory operation the essentials of the working 
capital projection and the fixed-asset and 
long-term debt projections. In making 
major operating decisions, these elements 
sometimes tend to be ignored. Forcing at- 
tention on the reciprocal relation between 
operations and financial condition (as 
symbolized in the balance-sheet) will 
point up many practical absurdities in a 
given projection—such as a need for in- 
ventories to be increased to such a point 
that cash will fall below its pre-estab- 
lished “‘safe’’ minimum. To properly as- 
sess a situation, the gain possible from a 
course of action must be measured against 
both the costs and the risks of that course 
of action. 

The use of the accumulative projection 
technique will vary from company to com- 
pany. If it is to be fully carried out (i.e., 
applied to projecting balance sheet posi- 
tion as well as operating results), it will 
normally require at least these (or simi- 
lar) forms: 


1. Budget data sheet—P & L account 
(Exhibit A); 

2. Budget data sheet—Balance-sheet ac- 
count (Exhibit B); 

3. Variability factor summary of budget 
data sheets (P & L) (Exhibit C); 

4. Variability factor summary of budget 
data sheets (Balance-Sheet) (Exhibit D); 


5. Account projection summary (Ex- 
hibit E); 

6. Cost of goods sold analysis (Ex- 
hibit F); and 

7. Alternative projection summary (Ex- 


hibit G). 


As in a budgeting operation, it is im- 
portant that the accounting system be so 
designed that every profit and loss ac- 
count contain essentially one type of data 
which is essentially the responsibility of 
one executive. It is also desirable that 
each balance sheet account be so set up 
that no more than one executive is respon- 
sible for increases in the account and no 
more than one executive is responsible for 
decreases. 

Since accounting definitions and man- 
agement definitions, both as to such essen- 
tial concepts as profit and as to the vari- 
ous elements of ‘“‘financial condition,” 
should vary greatly, standards must be set 
first in either budgeting or projecting in 
terms of management's concepts, then 
translated into accounting equivalents. 
Thus, management’s concept of profit 
should probably provide for replacement 
of physical plant, prevention of obsoles- 
cence of equipment and procedures, re- 
turn to stockholders, and an adequate 
level of research and development to 
maintain market and industry position. 
These must be translated into accounting 
symbolism, and incorporated quantita- 
tively in such a manner as to allow con- 
ventional accounting summaries of trans- 
actions to measure both performance and 
projections against these standards. 

The first step in the accumulative pro- 
jection technique is the preparation of the 
budget data sheets (Exhibits A and B). 
The data for these, perhaps even the data 
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sheets themselves, may be available as an 
integral part of the regular budget proc. 
ess. Since the adequacy of these data de. 
termines the adequacy of all that follows, 
extreme care should be taken in insuring 
their accuracy and up-to-dateness. They 
should constantly be revised, as circum- 
stances change, and should, whenever pos- 
sible, be based on industrial engineering 
or other systematic studies as well as ac- 
tual past performance. Where the account 
is “fixed,” which will be true of many ac- 
counts, the activity level for which it is 
fixed should be indicated. Where the ac- 
count is an “appropriation type” account, 
such as research and development ex- 
penses, advertising expenses, etc., the 
“formula” will be a quantitative state- 
ment of the applicable management pol- 
icy. 

"Rach budget data sheet must indicate 
the variability factor that dominates the 
account involved. “Executive committee 
decision” might be written in as the fac- 
tor for certain types of appropriation 
budget items, just as “‘fixed’’ would be the 
description for such items as interest on 
long-term indebtedness. In use, it should 
be borne in mind that even the fixed 
items are controllable in the long run. The 
account history data for fixed and variable 
items should support the variability for- 
mula given, or an explanation should be 
given of historical performance that varies 
materially from the formula. 

All the budget data sheets affected by a 
particular variability factor, including all 
the fixed items as one group and all the 
appropriation-type items as another, are 
grouped together on a variability factor 
summary sheet (Exhibit C). 

In use, then, the various alternative de- 
cisions facing management are listed. Es- 
timates are made of the effect on the key 
variable aspects of operation which would 
result from the adoption of each of the 
alternatives. Thus, if the question 1s 
whether to take a large order at one-half 
the normal gross margin, the key varia- 
bility factor affected would be the volume 
of sales of certain product groups (meas- 
ured in terms of normal selling price, it 
should be noted, since the relationships 
developed are all in terms of normal sell- 
ing price). 

Based upon the estimated amount or 
amounts of the variability factors, the ac- 
count projection summaries (Exhibit E) 
and cost-of-goods-sold analysis (Exhibit 
F) should be prepared from the variabil- 
ity factor summaries (Exhibit C), ac- 
count by account. The data on labor and 
material by departments for the cost-of- 
goods-sold analysis (Exhibit F) will be 
obtained from the same source as the 
similar data would be for a budget. If 
standards are in use, an explosion of the 
projected production through the standard 
costs, adjusted for expected variance, will 
produce these figures. It may be that cost- 

(Continued on page 538) 
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estimating procedures will have to be em- 
ployed, or even estimates prepared pri- 
marily from historical data and relation- 
ships. Obviously, the better the cost sys- 
tem, the easier will these data be obtained, 
and the more reliable will they be. 

If possible, still another schedule would 
be desired as a supplement to the prime 
costs. This would a an explosion of the 
labor hour requirements by departments 
and cost centers, and even by machine 
where feasible, for purposes of compari- 
son with departmental and machine ca- 
pacity, especially when the choice has 
narrowed to only two or three alterna- 
tives. If a satisfactory unit of measure- 
ment can be devised, it may also be pos- 
sible to explode material, work in process, 


and finished goods space requirements 
for storage and compare them with avail- 
able stockroom and warehouse space. 

The preparation of the account projec- 
tion summaries (Exhibit E) must be pro- 
grammed sequentially, since the variabil- 
ity factor for a given summary may be an 
amount taken from another account pro- 
jection summary or from the cost-of- 
goods-sold analysis. Work should start on 
the variability factor that in turn indi- 
rectly affects the most other accounts, fin- 
ishing with the one that affects the least 
number. Where a given account is indi- 
rectly affected by more than one variabil- 
ity factor (i.e., a variability factor cannot 
be calculated until one or more other fac- 
tors are determined, and they are, in turn, 
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dependent upon the first factor) an an. 
swer can usually be obtained by setting up 
and solving simultaneous equations. 

Where a projection deals with an al- 
teration in only one or a few factors from 
another projection, it may not be neces. 
sary to run the entire procedure. The sta- 
ble data may be derived from the previous 
projection and only the variable data in- 
serted. This short-cut should be used 
cautiously, though, for often more factors 
are involved than appear at first inspec. 
tion. 

In any event, once the account projec- 
tion summaries (Exhibit E) are prepared, 
they should be totalled, and the totals 
should be carried to the alternative pro- 
jection summary (Exhibit G) for the al- 
ternative involved. The alternative pro- 
jection summary sheet (Exhibit G) is 
then totalled, the summary of revenue, 
prime costs, expenses, profit (or loss), 
and working capital position at the bot- 
tom of the sheet is completed, and we 
have a shot-gun pro-forma picture of te- 
sults of that particular alternative. 

The shot-gun summary will eliminate 
the grossly unsuitable alternatives. If any 
remain, more detailed pro-forma financial 
statements can be prepared from the basic 
data contained in the alternative projec- 
tion summary (Exhibit G), if more de- 
tailed or formal data are needed. 


CONCLUSION 

These two techniques, fragmentary in 
themselves, ate merely indicative of pos- 
sible approaches to a multifaceted prob- 
lem. That problem, simply stated, is that 
objective accounting (in its aspects of re- 
cording, classifying, and summarizing 
transactions) is purely historical. The 
users of accounting data, though, are not 
interested in history as such but are con- 
cerned with accounting’s ability to assist 
in the making of decisions. They want 
accounting to help them pierce the fog 
that shrouds the future. 
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emergencies between Board meetings. 
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and controller, the Martin Company, 
Baltimore, Md., chairman, Budget and 
Finance Committee, which prepares an- 
nual CIA budget; suggests ways of in- 
creasing revenues and limiting expense. 


JOHN A. PATERSON, vice president 
and comptroller, the Brooklyn (N. Y.) 
Union Gas Company, chairman, Ethics 
and Eligibility Standards Committee, 
which keeps up to date the Institute’s 
concepts of purpose and membership. 
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HANS C. TODT, comptroller, Bristol 
laboratories Ltd., Syracuse, N. Y., 
chairman of the Education Committee, 
which promotes knowledge of career 
requirements and opportunities. relat- 
ing to the training for controllership. 





ROBERT J. LANDOLT, vice president, 
Tube Turns Division, Chemetron Cor- 
poration, Louisville, Ky., chairman, Fed- 
eral Taxation Committee, which studies 
tax effects and offers its recommen- 
dations to Congressional committees. 





WILLIAM H. ZIMMER, executive vice 
president and treasurer, Cincinnati 
Gas & Electric Co., chairman, Securi- 
ties and Exchange Regulation Commit- 
tee, which studies and reports on the 
tules and regulations released by SEC. 


LEON A. RIDGWAY, comptroller, Asso- 
ciated Seed Growers, Inc., New Haven, 
Conn., chairman, State and Local Tax- 
ation Committee, which keeps up with 
all phases of tax matters and makes 
recommendations for tax improvements. 


PAUL A. WILKS, vice president and 
treasurer, Strathmore Paper Company, 
W. Springfield, Mass., chairman, Ad- 
missions Committee, which decides eli- 
gibility of all membership applica- 
tions in accordance with by-law rules. 





JACK PLUMPTON, secretary-treasurer 
and comptroller, National Steel Car 
Corporation Ltd., Hamilton, Ontario, 
chairman, Canadian Affairs Committee, 
which: contacts the Canadian govern- 
ment and Canadian organizations. 





I. WAYNE KELLER, controller, Arm- 
strong Cork Company, Lancaster, Pa., 
chairman, Management Planning and 
Control Committee, which works for 
acceptance of the P&C concept to 
improve profits and business stability. 





CLYDE SKEEN, assistant general man- 
ager, Boeing Airplane Company, Se- 
attle, Wash., chairman, Advisory Panel 
on Government Contract Profit Limita- 
tions, dealing with laws and regula- 
tions covering government suppliers. 


HAROLD A. KETCHUM, financial vice 
president, Federal Pacific Electric 
Co., Newark, N. J., chairman of the 
Planning Committee, which acts as a 
policy body on long-range objectives 
and progress of Controllers Institute. 





WILLIAM A. CRICHLEY, controller, Di- 
amond Alkali Co., Cleveland, Ohio, 
chairman, Panel on Accounting Proce- 
dures, which works closely with the 
American Institute of Certified Public 
Accountants on accounting principles. 


%Each national committee is composed of regular members and an advisory panel for executive functions. 
Also, there are special advisory panels for specific problems not covered by regular committees. 
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Strike Pay Runs from Zero to $650 Monthly 


TRIKE BENEFITS are paid by 43 of 78 

national unions surveyed by the Na- 
tional Industrial Conference Board. The 
survey also finds that a fundamental 
change is developing in the strike benefits 
picture because of a demand among the 
membership of some unions that these 
benefits be extended to striking workers as 
a matter of ‘‘right’”’ rather than on a basis 
of “‘need.” 

The 78 national and international labor 
unions cooperating with the survey have a 
total declared membership of 11,075,560 
—about 60 per cent of the 18 million 
over-all membership for national and in- 
ternational unions with headquarters in 
the United States. The 43 unions which 
pay strike benefits at the national level 
have a total declared membership of 
7,463,656. 

Thirty of these 43 unions have estab- 
lished funds to provide strike benefits by 
earmarking for this purpose specific 
amounts of the per capita tax paid to the 
national union by the member locals. 
These amounts range from a low of five 
cents to a high of $1 a month per member. 
The remaining 13 unions pay strike bene- 
fits out of their general funds. 

There is wide variation in the amount 
of financial assistance national unions pro- 
vide their striking members. Seventeen 
unions pay flat-sum benefits which range 
from $5 to $40 a week. The median 
amount of strike benefits in this group is 
$18 a week. 
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Most unions, however, pay strike bene- 
fits on a sliding scale based on one or more 
of the following criteria: Individual need, 
marital status, and number of dependents. 
Several other unions disburse strike bene- 
fits solely on the basis of need. None of 
the unions in the survey approaches the 
Airline Pilots’ level of benefits. While on 
strike, members of this union receive each 
month 5 per cent of their preceding year’s 
salary. The minimum strike benefit is $350 
a month and the maximum is $650. 


In response to a “grass roots” member- ° 


ship demand in 29 of the 78 unions sur- 
veyed, strike benefits have become a matter 
of right rather than a matter of need, the 
NICB reports. Unions report that this de- 
mand stems from the feeling by workers 
that strike costs fall too heavily on some 
and not at all on others. They feel that this 
is particularly true when a strike results in 
a pattern-setting agreement. All members 
benefit, but the strike costs are borne by 
only a few. 

Some striking workers say that paying 
benefits on the basis of need means that 
they have to be wiped out financially and 
perhaps go into debt before they can col- 
lect strike assistance. Others say that it is 
discriminatory because the thrifty and 
frugal who have built up a bank account 
get nothing, while spendthrifts get im- 
mediate aid. On the other hand, labor ob- 
servers point out that paying strike bene- 
fits as a matter of right could seriously 
curtail the ability of the union to strike 


Or 
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because the union strike fund could not 
afford it. 

To be eligible for strike benefits, a local 
union or individual union member must 
usually meet one or more qualifications, 
The most commonly found restriction on 
granting national strike assistance is that 
the strike must have been approved by the 
national union. Penalty for striking with- 
out such approval is the withholding of fi- 
nancial support by the national office. 

Other qualifications frequently required 
before payment of national strike benefits 
are that striking local unions and members 
must be in “good standing,” strikers must 
be available for picket line duties and 
other union calls for service, and strikers 
must not be employed elsewhere and 
earning more than a certain amount. 

Strike benefits usually are not payable 
immediately upon the start of a strike. 
Among the 43 unions paying benefits, 
only four apparently do not have a wait- 
ing period before benefits begin. Fourteen 
unions indicate that benefits begin during 
the second week, and another 11 unions 
do not begin payments until the third 
week. 

Strike benefits are not provided by 35 
of the 78 unions responding to the study. 
Nine of these unions, consisting largely of 
government personnel, operate under a no- 
strike policy and therefore have made no 
provisions for strike benefits. The remain- 
ing 26 unions, with a total declared mem- 
bership of 3,205,930, report that they do 
not have established strike benefit pro- 
grams at the national level. Half of these 
unions are small, with fewer than 10,000 
members each. Several, however, are quite 
large, and one has a declared membership 
of over one million. 


Unions May Try 
to Unseat Rivals 


The National Labor Relations Board 
has changed its rules to make it easier for 
one labor union to seek to oust a rival 
union that has a contract with an em- 
ployer. Where there are contracts for 
terms longer than two years, the Board 
held, an outside union can try to displace 
the contracting union after the contract 
has run two years. 

Under the old rules, if a company 
signed a five-year contract, for example, 
no other union could seek to supplant 
that union until the contract expired or 
was open for modification. Previously, the 
Board considered that this regulation was 
necessary to pr! a rival union from dis- 
rupting the stability of labor relations. 
Now, the Board says, it is seeking to 
strike a balance that will provide a reason- 
able degree of stability but still give em- 
ployes more freedom to choose a union. 
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KEEPS TRACK OF MILLIONS DAILY 


NEW YORK, N.Y. 

The operations of hundreds of clerks in Merrill Lynch, Pierce, 
Fenner and Smith’s 125 offices are backed up by Recordak 
Microfilming in the Home Office cashier’s department. 

Outgoing stock and bond certificates worth millions—along 
with the related charge-out orders—are whisked through a 
Recordak Microfilmer before being forwarded to customers and 
other brokers. (Hundreds of front-and-back pictures are made 
in a minute. Films are developed by local Recordak Processing 
Station ... are ready for use the next morning.) 

Thus, should a “common” stock certificate ever be charged 
out as “preferred,” the error can be spotted in a Recordak Film 
Reader in minutes—saving days or weeks of tracing, and 
sparing customers considerable inconvenience. 








SPEEDS HANDLING OF DEALER PAYMENTS 


FORT MADISON, IOWA 

It used to take the W. A. Sheaffer Pen Co. 14 man-hours daily 
to balance payments from dealers and prepare cash journal 
sheets. Now payments are handled in less than 5 hours. New 
system made possible by Recordak Microfilming substitutes 
a film record of remittance papers for cash journal sheets. 
This also speeds Credit Department work—lets them check 
past receipts immediately in Recordak Film Reader. In addi- 
tion, Recordak Microfilming cuts filing space and improves 
internal control. 
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Short cuts with Recordak Microfilming 


Latest reports on how this low-cost photographic process is simplifying routines 
for more than 100 different types of business . . . thousands of concerns 
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LING MADE EASIER 





BIL 
BOSTON, MASS. 

The 125-year-old S. S. Pieree Company is world-renowned for 
its products, customer service, and handsome catalog, The 
Epicure, which is distributed semiannually to more than 100,000 
connoisseurs of fine foods. 

Recordak Microfilming makes it easier to bill the thousands 
of charge account customers who order through The Epicure or 
trade directly with the firm’s eight stores (three in Boston, four 
in suburbs, one in West Hartford, Conn.). This low-cost photo- 
graphic process lets S. 8. Pierce return the original sales checks 
to the customer with a brief statement— does away with typing 
an itemized bill. This reduces billing costs. Also eliminates copy- 
ing errors and delays in mailing. 


HOW YOU CAN 
PROFIT, TOO 


Chances are Recordak 
Microfilming is now 
simplifying routines just 
like yours. Write today 
for free booklet giving 
over-all picture and de- 
tails on Recordak Micro- 
filmers, priced as low as 
$550. No obligation 
whatsoever! 





“‘Recordak”’ is a trademark 


Price quoted subject to change without notice. 


S=RECORDPK 


(Subsidiary of Eastman Kodak Company) 


originator of modern microfilming— 
now in ifs 31st year 
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CASES IN CONTROLLERSHIP* 
By Russell H. Hassler and Neil E. Harlan 


Reviewed by GLENN A. WELSCH 
Professor of Accounting 

The University of Texas 

Austin, Texas 


The authors of this book state that the 
purpose of the book “is to provide a col- 
lection of case materials that will be use- 
ful as a basis for study of that area of 
business management generally known as 
controllership. . . . The aim is to de- 
velop skills of analysis and practice of 
judgment through a series of experiences 
with actual business situations... . In 
this book, we are not talking about what 
controllers do. This is not a manual on 
how to be a controller. The list of cases is 
not all-inclusive; it does not ‘blueprint’ the 
controller's job. It is, instead, a collection 
of materials designed to show what the 
controller function, in its broadest sense, 
is. 

In view of the lack of published case 
material relating to the controllership 
function designed primarily for classroom 
use, teachers of courses related to con- 
trollership will welcome this collection of 
cases; practicing controllers, too, will be 
interested in the materials from their 
viewpoint. 

The book contains a compilation of 38 
cases grouped under four sections as fol- 
lows: The Nature of the Controller Func- 
tion (5 cases); Internal Control and 
Internal Audit (10 cases); Accounting 
Policy (7 cases); The Role of Financial 
Analysis in the Management Process (16 
cases ). 

Each of the four sections is introduced 
briefly by comment which points up the 
focus of the case materials included in the 
section ; then there is a brief comment pre- 
ceding each case which points up the 
significant problems posed by the case. 
The scheme is important in view of the 
absence of textual materials and index. 


* Published by Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J. $6.95. 


mE COMTAOUER.............; 


This device is of material assistance to the 
instructor in tentative selection of cases 
relating to specific problems. A typical 
case introduction is as follows (case 2): 


This case involves a reorganization of the 
controller function by a newly appointed 
chief operating executive. More  specifi- 
cally it is concerned with the establishment 
of a new office at the vice-president level, a 
primary duty of which was to be the direc- 
tion and administration of the budgeting 
operation. 


Most of the cases terminate with 
specific questions such as: What course of 
action would you recommend to Mr. 
Peters? 

The 38 cases are of varying length; a 
highly desirable feature from the instruc- 
tional point of view. The length of the 
cases was tabulated by the reviewer as 
follows: 


Length in pages Number of cases 


2-5 14 

6-10 12 

11-15 6 
16-20 4 
21-25 2 
38 


Since the book contains no textual ma- 
terials, the student has the responsibility 
for having a knowledge of the mechanical 
and analytical tools needed for the cases. 
This requires the student to rely on prior 
training and supplementary study. The 
introduction presents a discussion of the 
controller function (including the state- 
ments of responsibilities and duties of the 
controller set forth by Controllers Insti- 
tute of America) and some brief com- 
ments on the use of cases. 

The high per cent of relatively short 
cases will be of particular interest to 
teachers having instructional periods of 
less than one hour. Many teachers do not 
like to carry a case over from one class 
period to another. The authors have at- 
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tained reasonably good balance in this 
respect. 

The cases are typical Harvard Business 
School materials that were developed for 
use at the school where the case method 
of instruction predominates. The ex- 
tremely well-written cases carry sufficient, 
and generally imaginative, description of 
the situations and procedures to convey 
to the reader a feeling that the problem is 
his problem and the decision to be made 
is his decision. The cases are not suscepti- 
ble to one “correct” solution. The inge- 
nuity of the instructor, and the class as 
well, generally determines the values to be 
derived from the cases. 

It appears that this book should have 
four major uses: 

First, some instructors will feel that it 
is particularly suited as the primary assign- 
ment material for senior and graduate 
courses directly related to the controller- 
ship function. At these levels textual ma- 
terials may well be assigned as supple- 
mental study. In view of the current 
literature relating to the controller func- 
tion, a good portion of worthwhile study 
material is widely scattered. 

Second, the book will be used by many 
teachers as supplemental assignment for 
controllership courses in which primary 
reliance is placed on a general textbook or 
materials developed locally. 

Third, the book will be particularly use- 
ful as supplementary material for courses 
indirectly related to the controller func- 
tion such as budgeting, control, internal 
auditing, advanced cost accounting, and 
some management courses. It is in the 
areas covered by these courses that there is 
a real need for actual cases suitable for 
supplementary assignments. 

Finally, the book should find wide ap- 
plication in executive development courses, 
company training programs, and similar 
types of adult education seminars. 

The 38 cases, when used as the princi- 
pal materials for a regular semester course 
in controllership, may not provide the 
degree of selection desired by many 
teachers, notwithstanding the fact that 
some of the cases are somewhat com- 
prehensive. The primary weakness _per- 
haps is the inadequate attention given 
in the cases to the nature and scope of 
accounting policy and its importance 
in the controller function. Some teachers 
will feel that there is some degree of 
incompleteness with respect to coverage 
since some of the more or less minor as- 
pects of controllership are not treated or 
only incidentally treated. Nevertheless, it 
must be recognized that numerous prac- 
tical considerations limit the amount of 
materials that should be included in one 
cover. 

Instruction in the area of controllership, 
as opposed to technical accounting, is paf- 
ticularly suitable for the “case method” at 
the collegiate level for two very cogent 
reasons: 
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First, by the time the accounting stu- 
dent is eligible to enroll in the type of 
course represented by this collection of 
cases, sufficient technical and factual in- 
formation presumably has been absorbed 
to permit the development of effective 
management skill to the fullest extent pos- 
sible outside the actual situation itself; 

Second, the controllership function pri- 
marily is an integral part of management, 
consequently analytical skills become even 
more important than technical skills. The 
relationships between the controller and 
operating management are so significant, 
and of such a nature, that case materials 
are essential in training the student to 
apply and develop his technical knowl- 
edge in a “real world” business context. 

In conclusion, the authors should be 
commended for the effort that has been 
devoted to the collection and publication 
of this group of cases. The book is a 
major contribution and, in the judgment 
of this reviewer, will be accorded an en- 
thusiastic reception and will see wide- 
spread use. 

RELATED READING: See letter on “Corre- 
spondence” page in the October 1958 issue of 
THE CONTROLLER. 


CREDIT MANAGEMENT 
HANDBOOK* 


By Credit Research Foundation 


This comprehensive, 700-page-plus vol- 
ume will hold interest for those responsi- 
ble for administration of the credit func- 
tion. The contributions to the volume by 
more than 100 individuals, each a special- 
ist in his field, cover such diverse matters 
as credit policies, credit department or- 
ganization, credit analysis techniques, col- 
lection policies and procedures, handling 
of financially distressed debtors, credit 
department manuals, reports and corre- 
spondence, as well as legal aspects of 
credit, financing of accounts receivable, 
foreign credits, and a dozen other major 
categories. 

This handbook provides within one 
practical volume a timely combination of 
the theory and practice of credit manage- 
ment. 


* Published by Richard D. Irwin, Inc., 
Homewood, Illinois. $12.00. 





MEASURING RECESSIONS 
Occasional Paper 61* 


By Geoffrey H. Moore 


A study of the current indicators of 
business activity in the light of an analy- 
sis of business contractions and recoveries 
since 1920 shows that further improve- 
ments by many of the indicators had been 
registered by the summer of 1958. The 
calculations used in the study were made 
by electronic computers, using a program 

(Continued on page 544) 
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WE CAN’T GIVE LEGAL ADVICE 
BUT WE CAN POINT THE WAY 


Especially for management.... 


CORPORATE RECORDS RETENTION, VOL. 1: 
A Guide to U. S. Federal Requirements 


Space, at any time, means money most firms figure at $ per square foot. 
Filing of records, no matter how you do it, involves more money, time 
and expense. 


Is there an end in sight ? 


There is, but most management executives do not have the time and are 
not able to pinpoint the specific ruling in the maze of regulations gov- 
erning the time-length of records retention. Others feel they might in- 
fringe on what is considered a legal decision. 


As a management executive you should know. Now, you can know— 
simply, swiftly—easily as possible with CORPORATE RECORDS RETEN- 
TION, Vol. 1. 





CORPORATE RECORDS RETENTION, Vol. 1, will point the way for you, 
single out the federal requirements denoting the time-length of records 
retention for 15 major industries. You will be able to adopt these 
accepted and precise time-length requirements for your own records 


retention program. 


In a matter of minutes, you can sit down with your legal counsel and 
work toward savings of thousands of dollars in space, filing time, cleri- 
cal costs and records maintenance. 


CORPORATE RECORDS RETENTION, Vol. 1, contains 242 pages with 27 
sections—and the detailed index will make it easy for you to put your 
finger on hundreds of specific time-length record requirements: ac- 


counts receivables and payables ... bank deposits . . . cancelled 
checks . . . depreciation reserves . . . financial reports . . . insurance 
records... journals . . . payroll records .. . tax records ... and 


much, much more. 


Plus—information on microfilming in lieu of original records whenever 
permissible. 


Order Volume 1: A Guide To U. S. Federal Requirements now, so you 
will be sure to have the complete picture. 


CORPORATE RECORDS RETENTION, VOL. 1 $10.00 


($7.50 to members of Controllers Institute of America) 


Volume 2, scheduled for later release, will deal with the re- 
quirements of Canada and its Provinces. 

Volume 3, soon to appear, will concentrate on the individual 
requirements of the U.S. state governments. 


We will be glad to reserve future volumes on request. When 
you order Volume 1, just tell us to reserve Volumes 2 and 3. 


WRITE TO: 

CONTROLLERSHIP FOUNDATION, INC. 
DEPT. C-118 

2 PARK AVENUE, NEW YORK 16, N. Y. 





Orders from non-members outside Continental U. S. and Canada 
must be accompanied by remittance 
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developed with the aid of a grant from 
the National Science Foundation. Dr. 
Moore’s report is based on data available 
through March 1958, the eighth month 
of the 1957-58 recession, but his com- 
ments in the study are based on the up-dat- 
ing of these data to include measures 
available through July 1958. 


* Published by the National Bureau of Eco- 
nomic Research, 261 Madison Avenue, New 
York 16, N. Y. $1.00. 


INTEGRATED AUDITING* 


By Sidney W. Peloubet 
and Herbert Heaton 


The book is designed to give an under- 
standing of what auditing is, what an 
auditor is trying to accomplish, and why 
and how he proceeds in a particular man- 
ner. The book develops the patterns of 
evidence, thinking, and verification which 
are the basis of all successful auditing. Es- 
sential guides are offered to the auditor 
of punched-card and clectronic records. 
Working preparation is thoroughly dis- 
cussed and liberally illustrated. 


* Published by the Ronald Press Company, 
15 East 26th Street, New York 10, N. Y. $7.00. 


CORPORATE RECORDS 
RETENTION, VOL. 1: 


A Guide to U. S. 
Federal Requirements* 


Edited by ROBERT H. WHEELAN 
Research Associate 
Controllership Foundation, Inc. 


This new volume, the first of a three- 
volume series, is designed to give man- 
agement executives a quick reference 
summary of records retention require- 
ments promulgated by the U. S. Federal 
Government and its various regulatory 
agencies. The 242-page study, divided 
into 27 sections, lists the general require- 
ments of records concerning broad topics 
such as labor and taxes. Other sections of 
the study give the requirements of the 
various government regulatory agencies 
while still other sections give the require- 
ments for 15 major industries. Wherever 
it is available, information on microfilm- 
ing requirements and regulations is also 
included. 

The study is not intended to take the 
place of legal counsel but it will give cor- 
porate controllers and financial executives 
a quick source of information on a sub- 
ject of interest to all management execu- 
tives. Where possible, the laws and regu- 


lations have been quoted exactly and the 
appropriate notations have been made to 
indicate where portions have been omitted 
or where material has been paraphrased, 
Volume 2 of the series, scheduled for 
later release, will deal with the records 
retention requirements of the Canadian 
Government (Federal and Provinces) 
while Volume 3 will give the require. 
ments of the U. S. State Governments, 


* Published by Controllership Foundation, 
Inc., Two Park Avenue, New York 16, N.Y, 
$10.00 ($7.50 to members of Controllers Insti- 
tute). 


OTHER BOOK ENTRIES 


FINANCING CORPORATE GROWTH 
THROUGH INVESTMENT INSTI- 
TUTIONS. By Professor R. S. Burger. 
Published by the Amos Tuck School of 
Business Administration, Dartmouth 
College, Hanover, N. H. $1.00. 


LECTURES IN FINANCIAL MAN. 
AGEMENT. By R.N. Soldofsky. Pub- 
lished by the lowa Supply Company, 
Iowa City, Iowa. $2.50. 


SOUND BUSINESS PURPOSE. By Rob- 
ert S. Holzman. Published by the 
Ronald Press Company, 15 East 26th 
Street, New York 10, N. Y. $10.00. 


















records. 


IT TAKES — handling and training of personnel . . . 
purchase and maintenance of machines . . . prepara- 
tion and checking of an ever increasing number of 


There’s one sure way of getting rid of this manage- 
ment Frankenstein — 

R & S high-speed, electronic 
PAYROLL ACCOUNTING 

. .. one, low cost for the entire job — in direct pro- 
portion to number of employees — 75 or 2,500! 


“Meeting A Payroll Takes More Than Money” is the title 
of our booklet giving full details of this time and money- 
saving service. A request to Dept. C will bring a copy 
without cost or obligation — it’s worth your study! 


RECORDING & STATISTICAL CORPORATION 


Executive Offices: 176 Broadway; New York 38, N. Y. 


100 SIXTH AVENUE, NEW YORK 13, N. Y. WOrth 6-2700 
566 ATLANTIC AVENUE, BOSTON, MASS. Liberty 2-5365 
223 WEST JACKSON BOULEVARD, CHICAGO 6, ILL. HArrison 7-7357 
560 SACRAMENTO STREET, SAN FRANCISCO T1, CAL. EXbrook 2-4341 
407 McGILL STREET, MONTREAL, CANADA. Plateau 3831 
439 WELLINGTON STREET, WEST, TORONTO, CANADA. EMpire 3-495] 


NEW YORK: 
BOSTON 
CHICAGO: 

SAN FRANCISCO: 
MONTREAL: 
TORONTO: 
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NATION-WIDE SERVICE 
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DAVID KNOPPING. Treasurer of 
Super Market Distributors, Inc. 


“Our Calional System 
saves us 41,000 a year... 


returns 67% annually on our investment!” 


—Super Market Distributors, Inc., Boston, Mass. 


“We've had 12 National Accounting 
Machines in operation for over two 
years,” writes David Knopping, treas- 
urer of Super Market Distributors, Inc., 

“And they’ve been a tremendous help 
in all phases of our operation; because 
they save us time, money, and the em- 
barrassment of making costly errors in 
payroll, accounts receivable and client 
billing. 

“It’s important to mention, too, that 
with installation of a National Account- 
ing System, we now can have an ac- 
curate analysis of sales within a short 
time. We know quickly which depart- 
ments are profitable and which are not. 
Of course, having such valuable infor- 


mation at our fingertips allows us to 
concentrate our sales effort in the right 
places . . .and with greater profit. 

“Tm pleased to report that even with 
all this valuable accounting service thai 
we get from our National Accounting 
System...the cost is much less than 
before. In fact, our National System 
saves us $41,000 a year... returns 67% 
annually on our investment!” 


Treasurer, 
Super Market Distributors, Inc. 


THE NATIONAL CASH REGISTER COMPANY, payton 9, Ohio 


1039 OFFICES IN 121 COUNTRIES 


HELPING BUSINESS SAVE MONEY 


accounting department equipp 





VERSATILITY AND ECONOMY of a are keynotes to an 


with a National System. 





THREE NATIONAL ACCOUNTING MACHINES, like this one, speed our eustemet’s billing 
because extensions and computations are performed with mechanized accuracy. 


Your business, too, can benefit from the 
time- and money-saving features of a 
National System. Nationals pay for 
themselves quickly through savings, 
then continue to return a regular yearly 
profit. For complete information, call 
your nearby National representative 
today. He’s listed in the yel- 
low pages of your phone book. 





*TRADE MARK REG. U.S. PAT. OFF. 





_ ACCOUNTING MACHINES 
ADDING MACHINES + CASH REGISTERS 


NCR PAPER (No. Carson: ReouiR ined) 2 
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Retirement Fund Trustees Invest 
Major Assets in Corporate Securities 


| rae ing of pension and profit-sharing 
funds were continuing to invest the 
greater part of their assets in corporate se- 
curities at the end of 1957, according to 
Commerce Clearing House. The invest- 
ment position of the funds was revealed in 
the fifth annual study undertaken by the 
editors of CCH’s Pension Plan Guide. Re- 
ports were obtained from 121 companies 
representing pension and profit-sharing 
funds with total assets of $314. billion 
at the close of the year. 

Figures revealed by the study show that 
trustees 39 per cent of their funds in 
corporate bonds, 31 per cent in common 
stock, and 12 per cent in government 
bonds. Preferred stocks accounted for 6 
per cent of the total. 

Yields for the entire group of 118 
trusts. which made a profit in 1957 were 
down from the previous year, averaging 
4.17 per cent, compared with 4.49 per 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENGINEERS 
STANDARD APPRAISAL COMPANY 





BOSTON 6 CHURCH STREET ATLANTA 
PHILADELPHIA WEW YORK. N. Y. CHICAGO 
PITTSBURGH ST. LOUIS 








® 
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Traveletter 

The modern system for handling 

sales expenses... Since 1894 

Descriptive Brochure on Request 
TRAVELETTER CORPORATION 
GREENWICH 2,CONNECTICUT 











cent in 1956. Trustees of three funds re- 
ported a net loss for the year. These are 
not included in the averages. 

A single profit-sharing plan reported a 
yield for 1957 of nearly 20 per cent, but 
this plan was 95 per cent invested in the 
stock of the employer-sponsor corporation. 
Other high yields were 10 per cent for a 
pension plan, 9.18 and 6.25 per cent for 
two other profit-sharing plans and 5.9 per 
cent for a pension trust. 

The Pension Plan Guide survey for 
1957 confirmed differences noted previ- 
ously in the investment policies followed 
by trustees of pension funds and those 
pursued by trustees of profit-sharing funds. 
The profit-sharing funds had more gov- 
ernments, less corporate bonds and more 
common stocks. 

The biggest difference in investment 
policy showed up in the reported holdings 
of stock in employer-sponsor corporations. 
The profit-sharing trusts had 16 per cent 
of their money so invested, while the pen- 
sion funds had only 3 per cent. The av- 
erage age of the 92 pension and 29 profit- 
sharing funds surveyed was slightly under 
10 years, indicating more than average in- 
vestment experience. 

The only marked change noted in the 
1957 position of the trusts is that a larger 
percentage of assets is going into invest- 
ments other than stocks and corporate and 
federal bonds. 

For the first time since 1953, the money 
invested by fund trustees in debentures 
amounted to more than 2 per cent of the 
total. In all previous surveys, debentures 
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were grouped with other miscellaneous se. 
curities, each accounting for less than 1 
per cent. Investments in leaseholds 
amounting to over 1 per cent also showed 
up in the compilation for the first time. 

Real estate and mortgage investments 
doubled during the year, each accounting 
for 2 per cent at the end of 1957. Smaller 
investments—though in some cases a fairly 
large part of the individual trust's assets 
—were reported in various types of securi- 
ties ranging from promissory notes to 
turnpike bonds. 

There was remarkably little change dur- 
ing 1957 in the balance maintained in the 
retirement trusts’ common stock port- 
folios. The two favorites, utilities and the 
petroleum industry, both took slightly 
larger shares of the money. 

Sharp changes were made in invest- 
ments in financial institutions, up from 
4.6 per cent in 1956 to 7.1 per cent in 
1957, and in steel stocks which accounted 
for 2.2 per cent in 1956 and 4 per cent in 
1957. On the average, the portfolios con- 
tained 43 different common stocks. 

On the down side, four fields in which 
withdrawal of funds reduced total hold- 
ings to below 1 per cent were farm ma- 
chinery manufacturing, railroading, tex- 
tile manufacturing, and _ transportation 
equipment manufacturing. 

The survey showed that 88 funds re- 
ported holding an average of nine differ- 
ent preferred stocks at the end of 1957. 
The bulk of the money continued to flow 
into utility preferreds which accounted for 
40 per cent of all the money in preferred 
stocks. 

Holdings of steel preferreds more than 
doubled, rising from 3.2 per cent of the 
total in 1956 to 7.2 per cent in 1957. The 
only newcomer to the list was aircraft pre- 
ferreds, which accounted for 1.3 per cent 
of all investments in preferreds at the end 
of 1957. 

There continues to be a sharp difference 
in the way pension and profit-sharing 
funds are invested. Pension funds hold 
about twice as much common in chemicals, 
construction materials and office equipment 
manufacturing corporations. Profit-sharing 
funds, on the other hand, have substan- 
tially heavier commitments in food proc- 
essing and distribution and in retail trade. 

The survey reveaked that administrative 
costs, while still negligible, being borne 
mostly by employer-sponsors, have been 
rising steadily with the acquisition of 
more assets by the trusts. The average cost 
charged to a plan in 1957 was about 
$16,000, compared with $12,000 in 1956, 
the CCH report concluded. 





seven special services 
- write for this handbook-in-a-capsule 


ASSOCIATED TABULATING CONSULTANTS 
2629 North Charles Street 
Baltimore 18, Maryland 
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Research as a Tool in 
Long-Range Company Planning 


(Continued from page 521) 


the times. One could hardly accept as a 
company goal, in 1958, to turn out the 
world’s best buggy whips. Yet we know 
firms whose current sights are set on 
producing in 1965 goods that may be 
equally obsolete. The research effort must 
begin, then, with an evaluation of the 
company’s own objectives. Then it can 
proceed to a study of the methods for 
meeting those goals. 

A five-year plan or a ten-year plan can 
seldom become “frozen” to the point 
where a company loses its flexibility in 
reacting to changing conditions. Thus, 
sound planning concepts envision a mech- 
anism for assuring that the company is 
always receptive to new ideas and new 
information—and ready to take deliberate 
executive action based on these. At the 
same time, it must have available to it a 
broad enough flow of new information to 
help it avoid making decisions in panic 
based on temporary conditions or frag- 
mentary reports. 


SUMMARY 

Until recently, industrial applied re- 
search was usually directed to the solution 
of immediate problems. Many of the re- 
search techniques that are now classified 
as “advanced” were developed through 
the necessity of finding quick answers as 
the basis for urgent decisions. Thus, 
operations research was born out of the 
demands during World War II for solu- 
tions that could not await the previous 
time-consuming methods. Most of the re- 
cent work in the behavioral sciences—con- 
sumer attitudes, human engineering, and 
industrial psychology—has been devel- 
oped in the competitive atmosphere of the 
market place or the demands for im- 
mediate increases in production. Even in 
product development, techniques have 


been devised for forcing technology by | 


simulating a variety of laboratory experi- 
ments in a computer, then actually carry- 
ing out only those that appeared most 
promising. 


Now, we are learning that long-range | 


planning offers many opportunities for 
the application of these advanced research 
techniques. As these techniques are per- 
fected and become better recognized, they 
will gain greater support. 

As our industrial economy grows more 
and more complex, it will become increas- 
ingly impossible for individuals to com- 
ptehend all the data needed to make 
intelligent decisions. Under these con- 
ditions, the research approach to the solu- 
tion of long-range problems will become 
more and more useful to each company 
that wants to maintain a healthy growth 
picture. 
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Diebold Open Shelf Filing is adapt- 
able to your every need... 
Add-A-Shelf units lock together side- 
to-side, back-to-back, top-to-bottom 
without special tools or framework. 
Can be stacked to the ceiling! 


Available in both legal and letter 
size—with or without doors— 
Diebold Open Shelf Units are rigidly 
constructed of prime steel; baked 
enamel surface assures maintenance- 
free service. 


Diebold’s free Storage-Room Survey 
will show you how to make most 
featuring efficient use of your present stor- 


ADD*A*SHELF age area and save money in the 
construction pracess! 



















Let Diebold show you how to realize up to 50% time savings, 
60% space savings and 70% cost savings with Diebold Open Shelf 
Filing. Get detailed information . . Use coupon now! 







DIEBOLD casron 2) one B vet oF38 


Gentlemen: Please send me complete information on Diebold 
Open Shelf Filing 










Name 





Address. 
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Wilson & Co., Chicago, III. 


Do Your Storage 
Files “Stack Up” To 


STAXONSTEEL 


TRANSFER FILES? 


You too can save money, valuable floor space 
and increase record storage efficiency with a 
STAXONSTEEL installation. This unique file 
builds its own steel framework as you stack 
them to any height, side by side, conserving 
all space. Sturdy fibre-board files with steel 
framework, mcdern metal drawer pulls, at- 
tractive Bankers Gray fade-proof finish—your 
best solution to record stor- 

age problems. In five stock 

sizes: Legal Letter, 

Check, Tab Card and 

Freight Bill. 


2 for $10.70 
LETTER SIZE 
PREPAID 
Slightly Higher in the West 


$Rs Write for Additional Information 


‘3y¢* BANKERS BOX CO. Dept. C011 


2607 North 25th Ave., Franklin Park, Ill. 








Profit, Not Inflationary Impact, 
Should Be Guide to Pricing 


Government pleas to hold prices in line 
and thereby help check further inflation 
are adding to the ‘‘witch’s brew of con- 
fusion” over pricing policy, according to 
John A. Beckett, regional director of man- 
agement services, Arthur Young & Co., 
Chicago, Ill. Speaking at a recent meeting 
of the New York City Control of Con- 
trollers Institute of America, Mr. Beckett 
said that a manager’s first obligation to 
the national economy is to keep his com- 
pany profitable and financially sound. 

“The guiding star of pricing,” the 
speaker declared, “is simply the maximi- 
zation of profit. If reduced prices mean 
maximum profitability for his enterprise, 
it is the obligation of a manager to reduce 
prices. If increased prices mean maximum 
profits, his obligation is equally clear. No 
fuzzy concept of morality or patriotism 
should becloud that issue.” 

Drawing on the wholesale food in- 
dustry for examples in which price 
changes increased sales, Mr. Beckett cited 
a case in which “special” reduced prices 
in controlled areas enabled one company 
to increase its market penetration. Another 
firm found that an ingenious but inex- 
pensive change in packaging facilitated a 
price increase, as housewives gladly paid 
more for the convenience. A third com- 


pany, he said, is strengthening prices 
successfully by emphasizing quality in 
brand-name advertising and designing its 
packages with eye-drawing appeal. 

“Actual results are proving,’ Mr. 
Beckett said, ‘‘that price in some cases 
is inseparably linked with advertising, 
packaging and other forms of promotion. 
They are tools of both price and volume. 
Results also show that price experimenta- 
tion in limited geographical areas or for 
selected products can be profitable. They 
demonstrate that it is dangerous to as- 
sume, without proving, that the demand 
for any product is elastic. In some cases, 
higher prices mean more sales.” 

As a guide to effective price manage- 
ment, the speaker recommended three 
steps: (1) Clear away the cobwebs that 
surround the subject of pricing; (2) dis- 
regard the complexities of pricing by ex- 
ploring specific problems and doing 
something about them, and (3) test the 
market to see how to maximize the com- 
pany’s profitability as a whole. 

“As long as the law of price-minus-cost- 
equals-profit is in effect,” he concluded, 
“we must pay as much heed to the price 
part of the equation as we have been 
accustomed to pay to the cost part. We 
must, that is, if we expect to earn our salt 
as Managers.” 





The Marginal Income Cost System 
And Its Application To The Steel Industry 





The Marginal Income Cost and Budget Technique 
as developed by McCormick & Company is ideally 
suited to serve the steel industry. 


The Marginal Income approach with its recogni- 
tion, identification, and control over fixed costs is 
an ideal one for the heavy fixed costs found in the 
steel industry. 


The provision for cost targets at all levels of volume 
is ideal for an industry with wide swings in the use 
of its capacity. 

The Marginal Income approach makes it simple, 
clear, and accurate to trace the true product costs 


starting from the ore, through the open hearth, and 
through the wide selection of making and finishing 
operations found in today’s steel plants. 


In addition it can just as clearly and simply trace 
the by-product contribution, and handle the side 
issues such as power, steam, and transportation that 
enter into the processing of steel. 


We can promise you this—that the cost of operat- 
ing the Marginal Income Technique will most likely 
be considerably less than running your present cost 
system. 


e We would be very pleased to hear from you. 


MCCORMICK & COMPANY 


PARK BUILDING, YONKERS, NEW YORK 
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Second Inter-American 
Management Conference 


“The Challenge of Growth—Oppor- 
tunities for Managers in Expanding 
Economies” will be the theme of the 
Second Inter-American Management Con- 
ference, to be held November 16-21 at 
the Greenbrier Hotel in White Sulphur 
Springs, West Virginia. Management 
leaders from all countries of the Ameri- 
cas will attend the conference, which will 
focus on the development of policies de- 
signed to create a better industrial and 
economic climate in the Americas. 

The Honorable Christian A. Herter, 
Under Secretary of State, will give the 
keynote address. Executives from U.S., 
Canadian and South American firms will 
discuss such topics as ‘““What Can Man- 
agement Do to Avoid Recessions,” “‘At- 
tracting Foreign Investment, ” “Marketing 
and Common Markets,’ and the ‘‘Prob- 
lems of an Expanding Company.” In 
small working conferences and panel dis- 
cussions, delegates will have ample oppor- 
tunity to meet their management counter- 
parts from other countries and to exchange 
ideas and experiences. 

The conference is being held under the 
auspices of the Pan American Council of 
the Comité International de I’Organisation 
Scientifique (PACCIOS), a Western 
Hemisphere management body with mem- 
ber committees in seven nations of the 
Americas. The Council for International 
Progress in Management, the U.S. repre- 
sentative of PACCIOS, is host for the 
conference. 

Further information on, and registra- 
tion for, the conference may be obtained 
from the Council for International 
Progress in Management, 350 Madison 
Avenue, New York 17, N. Y. 


Coordination Through Finance 


The theme of the 37th Cost and Man- 
agement Conference of the Society of In- 
dustrial and Cost Accountants of Canada 
emphasized the role played by the financial 
executive as a member of the management 
team and relationship of the accounting 
function to the enterprise as a whole. “Co- 
otdination Through Finance” was used 
for the general theme while specific sub- 
jects included the contributions of ac- 
counting to marketing and production, 
financial coordination, and relating finan- 
cial policies to the economic outlook. 
Participants in the program included L. J. 
Smitten, controller, General Foods Lim- 
ited, Toronto; A. G. Howey, vice presi- 
dent, finance, Atlas Steels Ltd., Welland, 
Ontario; R. Burt Gookin, comptroller, 
H. J. Heinz Co. Ltd., Pittsburgh; George 
Plummer, vice president, Dunlop (Can- 
ada) Ltd., Toronto; R. H. Metcalfe, con- 
troller, Dominion Steel & Coal Corpora- 
tion Ltd., Montreal; and J. H. Reid, 
president, Standard Paving & Materials 
Ltd., Toronto. 


THE CONTROLLER * NOVEMBER, 1958 








NOW...EVEN LOWER-COST 
FIGURING WITH THE NEW 









NEW 
Instant 
Electric 

Clearance 


NEW 
Customatic 
Key Control 


NEW 
Eye-ease 
Color 


Oomptometer 
ustomatic 


WITH NEW SPEED-UP FEATURES 


It's the cost per calculation that counts! The Customatic Comptometer’s famous 
features, augmented by new advancements; enable you to get more.and better work 


done, at still less cost. 


New Customatic Key Control. Instantly sets to individual touch. Built-in floating 


action stops finger-fatigue. 


New Instant Electric Clearance. Touch the bar—dials are instantaneously cleared. 


New Eye-ease colors—and all the other famous Comptometer features: Accuracy 
Key—insures complete registration; giant-size, easy-to-read numerals; Direct-Action 
Keys for speedy answers (no intermediate operations); and many others for greatest 


operating ease, economy and time-saving efficiency. 


Let us prove this in your office FREE. 
Now lease any Comptometer business machine on a nationwide leasing plan through 


Comptometer offices. 


Comptometer Comptograph “220M"— 
with new multiplication key—more 
features than any other 10-key 
listing machine. Mail coupon. 








Comptometer Commander —Insures ac- 
curacy in dictation. Lifetime Mag- 
netic belt saves far more than ma- 
chine costs, Try it today, FREE. 












COMPTOMETER CORPORATION 
1724 N. Paulina St, Chicago 22, Illinois 


© Arrange free office trial for me on: 

© Send me literature on: 
© Comptometer Customatic 
© Comptometer Comptograph “220M” 
©) Comptometer Commander 
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Defense Inventory at $100 Billion 
The Defense Department has an inven- 
tory of aircraft, missiles, ships and thou- 
sands of other items valued at more than 
$100 billion, according to the Aircraft In- 





CONTROLLERSHIP INFORMATION SERVICE 


olen 


dustries Association. The Department is 
said to spend about $7 billion a year on 
maintenance operations and to have as- 
signed 800,000 military and civilian em- 
ployes in maintenance work. 





A digest of information developed by Controller- 
ship Foundation in answer to a recent inquiry. 


CHARGES TO SUBSIDIARIES FOR PARENT COMPANY 
MANAGEMENT FEES AND/OR ADMINISTRATIVE EXPENSES 


Of 39 companies surveyed regarding 
their policies on charges to their subsidi- 
aries, an overwhelming majority—36 or 
92%—teported that they do make such 
charges. Only three respondents reported 
that they do not make such charges. 

Replies from the 36 companies making 
charges to subsidiaries for management 
fees and/or administrative expenses re- 
veal a variety of bases for such charges as 
well as a variety of factors used by the 
companies which allocate such expenses 
on a pro rata basis. Analysis of the re- 
mated pais shows the following: 

Six companies establish fixed charges, 
usually to be paid monthly, which are re- 
vised each year. One of these respondents 
also make charges for any special services 
not provided for in the flat monthly 
charges ; 

Six companies charge only for actual 
services rendered ; 

Six companies use varying procedures 
for making charges to their various sub- 
sidiaries, i.e., a company may charge one 
subsidiary on a pro rata basis, using a 
formula involving several factors, and 
may charge other subsidiaries a flat fee; 

One company has a separate service cor- 
poration which performs functions for 
other subsidiary corporations and bills ac- 
cording to contract, plus a pro rata dis- 
tribution of headquarters costs ; 

One company gives effect to such 
charges in the sales price of merchandise 
shipped by the parent company to the 
subsidiaries; where there is no movement 
of merchandise between the parent and a 
subsidiary, no charge is made; 

One company reports that members of 
the parent company’s management team 
draw salaries from one of its subsidiaries 
and that nominal salaries are paid by its 
other subsidiary to members of the man- 


agement team who also serve as officers 
and directors of that subsidiary. This lat- 
ter subsidiary assumes management's ex- 
penses after arrival in the city; and 

Fourteen companies make pro rata allo- 
cations of these charges based on one or 
more of several factors or computed by 
formulas developed through careful analy- 
sis of the elements of costs to be allocated 
and services rendered to the subsidiaries. 

Some of the factors or combinations of 
factors used by various companies in mak- 
ing pro rata allocations to subsidiaries are: 

The so-called “Massachusetts Income 
Tax Formula,” including three percent- 
ages; each subsidiary’s payroll to total 
payroll and similar percentages for sales 
and for the average of fixed assets and in- 
ventories. These three sets of percentages 
are averaged and the per cent applicable 
to each company is applied to total cor- 
porate office expense. 

Cost to the parent company of services 
rendered and sales of subsidiaries plus a 
judgment factor applied to sales on the 
basis of an analysis of the operations of 
the respective subsidiaries. 

Sales—either the ratio of a subsidiary’s 
sales to total company sales or a stated 
percentage of gross sales, including in- 
tercompany, reported by the subsidiary. 

Proration based on an estimate of time 
spent by members of a department on 
work affecting the subsidiary. 

Pro rata portion of each unit's relation 
to total costs—including cost of goods 
sold, selling, general and administrative, 
product engineering, and research and de- 
velopment expenses. 

Ratio computed on the basis of a sub- 
sidiary’s proportion of the average con- 
solidated net capital assets of the parent 
and subsidiaries for the preceding year. 

—F.A.M. 
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Records Retention Requirements 


A thorough analysis of the records te. 
tention requirements promulgated by the 
U. S. Federal Government is now availa. 
ble. The report, entitled ‘Corporate Rec. 
ords Retention, Volume 1,’ is being 
issued by Controllership Foundation, te. 
search arm of Controllers Institute. The 
text, divided into 27 sections, gives gen- 
eral federal requirements as well as those 
pertaining to broad subjects such as labor 
and taxes. Other sections of the report 
give the records retention requirements of 
the various administrative agencies and 
the requirements which pertain to specific 
major industries. 

This volume, which is priced at $10.00 
($7.50 to members of Controllers Insti- 
tute) is the first of a three-volume series, 
Volume 2, scheduled for later release, 
will deal with the records retention te- 
quirements of Canada and its Provinces 
while Volume 3 will concentrate on the 
individual requirements of the various 
state governments of the United States. 
Copies may be ordered from Controller- 
ship Foundation, Inc., Two Park Avenue, 
New York 16, N. Y. 


This Electronic World 

The John A. Hartford Foundation has 
given a $52,000 grant to the Hospital 
Research and Educational Trust to make 
possible the first study on how electronic 
data-processing equipment may best be 
adapted for hospital use. The study is ex- 
pected to take about four months and will 
be carried out at the Baylor University 
Hospital. The work will be conducted in 
cooperation with Daystrom Systems and 
John Diebold & Associates, Inc. The 
study will include the areas of patients’ 
billings, accounts payable, perpetual in- 
ventories, medical records and statistics, 
payroll and insurance. 


Taxpayer Arithmetic 

Out of 58.4 million returns filed for 
calendar year 1957, more than 1.9 mil- 
lion contained errors. Taxpayers made er- 
rors of nearly $110 million in favor of 
themselves and only $48 million favoring 
Uncle Sam. 


Commissions May Be 
Termed “Sick Pay” 

Commissions paid to salesmen absent 
from work may be classified as excludable 
sick pay if the employer generally pays 
salesmen for orders received from his 
regular customers while the salesman is 
absent for injury or sickness. Such pay- 
ments, according to an IRS ruling, are the 
equivalent of wages paid employes under 
employer finance accident or health sys- 
tems and thus are subject to the general 
rules exempting sick pay from an indi- 
vidual’s taxable income up to a weekly 
rate of $100.00. The exclusion does not 
apply, however, to commissions paid on 
sales made before an absence. 
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Multiplication by calculator— 





Multiplying is a breeze the Marchant 
automatic push-button way... 
— there’s no waiting for answers * 






















When multiplying with any other calculator, there’s an idle 
wait while the answer builds up. This “watch and wait” 
multiplication can be a figurework bottleneck, costly in 
time and money. 

But there’s no waiting with the Marchant calculator. 
Marchant’s exclusive “live” multiplier keys give you the 
answer as fast as the digits are entered! And when the last 
multiplier key is touched, it’s the answer, not the user, 
that’s waiting! 

That’s Marchant’s push-button multiplication . . . auto- 
matic, simultaneous! You know your're right, too, because 
only the Marchant shows three dials of proof—for keyboard 
entry, multiplier and answer. 

Your nearby Marchant Man will be glad to show you 
how the ease and speed of Marchant’s automatic push- 
button multiplication can help you cut your figurework costs 
and boost your figurework output. Or, send the coupon for 
full information. 






Modern Management 
Counts on Marchant 


* These “live” multiplier keys... ex- 
clusive on the Marchant calculator... 
make possible Marchant’s fast, easy 
push-button multiplication...automatic, 
simultaneeus! You just touch the multi- 
plier keys and read the answer! 












MARCHANT CALCULATORS 


Division of SMITH~CORONA MARCHANT INC. 
OAKLAND 8, CALIFORNIA 





NEW 10-KEY ADDING MACHINE | MARCHANT CALCULATORS, OAKLAND 8, CALIFORNIA 
PERMITS HIGH-SPEED | (© Please send full information - — the ease, speed 
and accuracy of Marchant calculators can cut our 
FOMEaY OTe secplenoienialeivands sa figurework costs and lighten our figuring burden. 
oie a — gs — connect. Sane | O Please send full information on the new Marchant 
Gage Waaax thdenah grrming price ps | 10-key fully electrified adding machine. c-11 
traction with this fully electrified adding | 
machine. | 





NAME ___ eS ee 


PLEA ATTACH YUPON TO YOUR BUSINE LETTERHEAD 

































































TOP MEN... 

Bertram B. Tower was recently elected 
president of American Cable & Radio 
Corporation, New York. . Lindum 
Fibers Corp., New York, has elected 
James H. Black as its president. 





MR. TOWER 


PROMOTIONS .. . 

Reginald Campbell has been appointed 
executive vice president of Falconbridge 
Nickel Mines Ltd., Toronto, Ontario, 
Canada; at the same time he was also 
elected to the Board. . . . Edgar A. Gau- 
dette is vice president and treasurer of Le 
Page’s, Gloucester, Mass., the newly 
formed division of Johnson & Johnson. 
: National Supply Company, Pitts- 
burgh, Pa., recently announced the ap- 
pointment of Garrett E. Kauffman as as- 
sistant controller. 

David J. Melamed was elected execu- 
tive vice president of Pathe Laboratories, 
Inc., New York. . . . Otis H. Ritenour is 
now senior vice president of Washington 
Gas Light Company, Washington, D. C. 





MR. GAUDETTE 


Mr. Ritenour has been active in the affairs 
of Controllers Institute for many years, 
having served as president of the District 
of Columbia Control (1941-42), national 
director (1946-49) and regional vice 
president (1947-48) ; he has also served 


MR. KAUFFMAN 


as chairman of the National Committee 
on Securities and Exchange Regulations as 
well as the Committee on Cooperation 
with the Government. 


NEW CONNECTIONS .. . 

Benjamin H. Adkisson has joined Ster- 
ling Motors, Inc., Dallas, Texas, as con- 
troller. . . . George M. Ebert is now vice 
president and general manager of Aer- 
onca-California Corporation, Los Ange- 
les, Calif. . . . H. P. Gangwer recently be- 
came controller of Textron Metals 
Company Division of Textron, Inc., Gi- 
rard, Ohio. . . . Walter B. Gerould has 
joined Macon Smith & Company, New 
York; he has been active in the affairs of 
Controllers Institute having been national 





location. 





CONTROLLER 


An exceptional opportunity for man, with broad experience as 
Assistant Controller or Controller with food or related mfg. in- 
dustry. CPA. Full responsibility to plan and direct controller's 
function. Work with top management as executive. Submit 
full resume for prompt interview with V.P. Finance. N.Y.C. 


Box #D2361, The Controller, Two Park Ave., New York 16, N. Y. 
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MR. RITENOUR 


director (1947-51), regional vice presi. 
dent (1948-50) and president of Control. 
lership Foundation, Inc., research arm of 
the Institute (1951-53). 

Ralph A. Lorini has accepted the re. 
sponsibilities of comptroller of Instru- 
ment Development Laboratories, Inc., At- 
tleboro, Mass. . . . Midland-Ross Corpo- 
ration, Cleveland, Ohio, has made gq. 
ward F. March its vice president-finance, 
. . . Philip W. Scott has been elected a 
group vice president of the Budd Com- 
pany, Philadelphia, Pa. He has served 
Controllers Institute in various capacities 
among which are president of the Cleve- 
land Control (1946-47), national direc- 
tor (1947-50), and regional vice presi- 
dent (1948-49). 

Mortimer C. White, Jr. has assumed the 
duties of assistant controller of Raytheon 





MR. EBERT 


Manufacturing Company, Waltham, Mass. 
. . . McGregor-Doniger Inc., New York, 
has appointed Joseph C. Winkler as con- 
troller. 


NEW APPOINTMENTS .. . 

Dr. Robert S. Holzman, professor of 
taxation, New York University Graduate 
School of Business Administration, New 
York, has been named director of the 
Budget for the University. Dr. Holzman, 
a well-known author, is editor of the Tax 
Practitioners’ Library and has written 
many articles for THE CONTROLLER. ... 
George W. Schwarz has become treasurer 
of Wyandotte Chemicals Corporation, 
Wyandotte, Mich. He will continue his 
present responsibilities as vice president 
of the company and general manager of 
the General Products Division. Mr. 
Schwarz has served Controllers Institute 
in many capacities including those of na- 
tional president (1953-54) and chairman 
of the Board (1954-55). Donald R. Hib- 
bert was elected controller and assistant 
treasurer of Wyandotte Chemicals Cor- 
poration. 

Dudley E. Browne, vice president-fi- 
nance and controller, Lockheed Aircraft 
Corporation, Burbank, Calif., is heading 
up the company’s new Mexican subsid- 
iary. Mr. Browne served as_ national 
president of Controllers Institute (1956- 
57) and chairman of the Board (1957- 
58). He has also been active in various 
other capacities in the Institute. . . . Rich- 
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MR. SCOTT 


ard A. Swartwout has assumed the re- 
sponsibilities of assistant treasurer of the 
West End Brewing Company, Utica, 
N. Y. He is currently serving as secretary- 
treasurer of the Syracuse Control of Con- 
trollers Institute. 

Russell T. Mowry has been appointed 
controller of the Century 21 Exposition, 
Seattle, Wash. 

H. R. Ponder, treasurer and controller, 
Fisher Governor Company, Marshall- 
town, Iowa, has been elected president of 
the Iowa Control of Controllers Institute 
for the year 1958-59, following the resig- 
nation of D. J. Guth, who is now 'in San 
Diego, Calif., as comptroller of Solar Air- 
craft Company. . . . Harry G. Bowles, 
plant manager, Mittag Division, Bur- 
troughs Corporation, Park Ridge, N. J., 
has been elected treasurer of the Paterson 
Chapter of the National Association of 
Accountants. 


ADDITIONAL DUTIES... 

Leon Jackman is controller and assist- 
ant treasurer of Holley Carburetor Com- 
pany, Van Dyke, Mich. . . . Manhattan 
Shirt Company, New York, has named 
Edmund L. Kenyon vice president and 
treasurer... . Carl G. Pansegrau recently 
was appointed vice president-comptroller- 
administration of Federal Electric Corpo- 
ration, Paramus, N. J. . . . Thomas W. 
Parham was elected treasurer of Balfour, 
Guthrie & Co. Limited, San Francisco, 
Calif. He is also treasurer of one of his 
company’s subsidiaries, Balfour-Guthrie 
Insurance Company of the same city. Mr. 
Parham is currently serving as secretary of 
the San Francisco Control of Controllers 
Institute. 


COMPANY CHANGES .. . 

R. P. Kaesshaefer has retired as comp- 
troller of the West Penn Electric Com- 
pany, New York. He served as national 
director of Controllers Institute (1943- 
46). Allen Kenyon succeeded Mr. Kaes- 
shaefer as company comptroller... . 
Otter Tail Power Company, Fergus Falls, 
Minn., made Harry C. Johnson its ex- 
ecutive vice president and Albert V. Hartl 
controller and treasurer. . . . C. K. Me- 
Cracken was elected vice president-cor- 
porate affairs of the Procter & Gamble 
Company, Cincinnati, Ohio, while Dean 
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MR. PONDER 


MR. JACKMAN 


P. Fite was appointed comptroller of the 
company. Mr. McCracken was recently 
elected to a three-year term as a national 
director of Controllers Institute. 


EXTRACURRICULAR ACTIVITIES .. . 


Wm. Herbert Carr, vice president-fi- 
nance, California Packing Corporation, 
San Francisco, Calif., has been named 
chairman of the Olympic Village Com- 
mittee which-will be responsible for the 
housing and feeding of all athletes and 
team officials who will participate in the 
Olympic Winter Games at Squaw. Valley, 
February: 18-28, 1960. Mr. Carr is a. past 
national president as well as past ‘board 
chairman of Controllers Institute. 
Vincent C. Ross, vice chairman, Prentice- 
Hall, Inc., Englewood Cliffs, N. J., has 
been elected president of the Westchester 
Country Club, Rye, N. Y. He is a past na- 





our company. 


present 
home telephone number. 





MR. McCRACKEN 


Controller 


We have an excellent opportunity for a top accounting 
executive qualified to direct the controller’s functions of 


Our total assets are in excess of a billion dollars and we 
have multi-plant facilities operating internationally. We 
are one of the country’s leading and highly regarded in- 
dustries, producing a broad line of products sold 


through industrial and consumer channels. 


The man we require should be qualified to justify a 
total compensation in excess of $50,000 per year, and he 
must possess the potential to assume broader manage- 


ment responsibilities within a 5 year period. 


Your reply, or that of your representative, will be 
treated in the strictest confidence. Please include your 
position, compensation, personal data, and 


Box #D2359, The Controller 
2 Park Ave., New York 16, N.Y. 





MR. FITE 


tional president (1950-51) and chairman 
of the Board (1951-52) of Controllers 
Institute. 


SPEAKERS .. . 

Roy T. Dilley, comptroller, American 
Fletcher National Bank and Trust Com- 
pany, Indianapolis, Ind., will talk on “In- 
creased Earnings Through Cost Account- 
ing’’ at the 34th annual convention of the 
National Association of Bank Auditors 
and Comptrollers to be held in Dallas, 
Texas, November 5. . . . Thomas M. Mc- 
Dade, controller, General Foods Corpora- 
tion, White Plains, N. Y., will be one of 
the speakers at the Tax Institute Sym- 
posium to be held November 20-21, 1958 
at the Princeton Inn, Princeton, N. J. Mr. 
McDade’s subject will be “Experiences 
Under the 1954 Act and Management Re- 
sponsibility for Depreciation Policy.” 
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ACCOUNTANTS 
Do not apply for a new position, promo- 
tion or examination until we have rated 
you with our ACCOUNTANTS ABILITY 
TEST. No computations or words to write. 
A refresher course in itself. 
Price $1.00 
ACCOUNTING SERVICE COMPANY 
Dept. 311, G.P.O. Box 664, New York 1, N. Y. 














CURRENT PRACTICE 
IN ACCOUNTING 
FOR DEPRECIATION 


36 pp. postpaid $1.50 


ppeeyypeoey for LABOR COSTS 
and LABOR-RELATED COSTS 


68 pp. postpaid $2.00 
Two recent N.A.A. Research Reports 


Send Orders To 
NATIONAL ASSOCIATION 
oF ACCOUNTANTS* 


Box 10 
505 Park Ave., New York 22 


*founded 1919 as National Association 
of Cost Accountants 
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“i 
Then get the new R-Kive File—lightweight, 
portable, with many uses in office 
and home. Either letter or legal size 
folders fit in this one file. Strong, 
corrugated fibre board with handy “tote” 
openings front, side and rear for 


easy handling. Read-at-a-glance index 
area. Attractive, fade-proof finish. 


RKive File 


2 for $260 


Postpaid 





Write For Additional Information 


‘ype: BANKERS BOX Co,, DePtcol1A 


*oe* 2607 North 25th Ave. Franklin Park, Ill. 





Some Basic Questions in Pension Planning 


(Continued from page 532) 


been recovered; all payments thereafter 
are fully taxable. 

4. If the employe terminates (or dies) 
and receives all the payments under the 
plan within one year, any gain above his 
contributions is treated as a long-term 
capital gain. This means that only one 
half of the employer's contributions, in- 
vestment income, and appreciation on the 
investment portfolio is taxable, and that 
the maximum tax rate applicable to the 
whole gain is limited to 25%. 

5. If the employe dies, up to $5,000 of 
lump-sum death benefits paid by the trust 
may be excluded from income of the 
survivor. Also, the value of the decedent’s 
interest in the plan is exempt from estate 
tax. 


The detailed tax provisions are compli- 
cated and require the services of an expert, 
but the general tax advantages of quali- 
fied plans listed above are quite obvious. 
(Similar tax advantages apply to qualified 
stock-bonus plans, but because they entail 
the added risk of employe investments in 
the stock of their employer, this topic will 
not be discussed here.) Management has 


the possibility of giving employes (in- 


cluding themselves) much more of a wage 
increase than first meets the eye by means 


of qualified plans. 


VESTING 


In its 1957 book Pension and Profit- 
Sharing Plans and Clauses, Commerce 
Clearing House states that “the history of 
vesting provisions is one of the ironies of 
the development of private pension plans. 
The first plans were installed voluntarily 
by employers in part to assure the loyalty 
and continued service of workers. Today 
the trend is strongly toward vesting any 
retirement credits earned so that the 
worker can accumulate retirement income 
without losing job mobility.” 

This point of view appears short 
sighted and warrants further considera- 
tion. Certainly, from the point of view of 
the employe, freedom and job mobility are 
desirable. Similar reasoning also applies 
to the employer. 

Because of the favorable features of 
vesting, as employes become more ac- 
quainted with pension planning they will 
insist on employers’ contributions being 
vested. Unions have already pressed for 
more liberal vesting in existing plans and 
usually insist on this for new plans. Em- 
ployer refusal of vesting will contradict 
the original purposes of pensions—em- 
ploye loyalty and continued service. Re- 
fusal is likely to result in worsening em- 
ploye relations and in unsatisfactory 
collective bargaining. 

A disgruntled employe without vested 
rights in his pension plan may be coerced 
to continue his employment, because of 


the large pension loss upon transfer, but 
it is unlikely that he will be a cooperative 
or productive worker. 

As more and more employes become 
covered by plans with liberal vesting 
privileges, the less the loss is to any one 
individual employer. The loss from sepa- 
rations may be regained by hiring em- 
ployes bringing in pension rights from 
their previous pr ea This also will aid 
in the hiring of experienced but elder 
workers whose past-service-cost _ prob- 
lems have previously proved to be a major 
deterrent in hiring. 

Finally, in the broader terms of the 
workings of laissez faire and competition 
in a private enterprise economy, mobility 
of all factors of production appears de- 
sirable. Less efficient production and 
consequent lower national product are 
likely if workers, whose choice of em- 
ployment in many cases may have been 
pure chance, become “locked” in their 
jobs because of the lack of vesting. 


INFLATION 

As is sometimes true with inadequately 
thought out welfare plans, most pension 
plans have failed miserably during the 
last two decades in meeting their ob- 
jectives. The basic purpose of a pension 
plan should be to provide the retiree with 
satisfactory payments throughout his re- 
tirement period. Inflation and consequent 
rises in the cost of living have prevented 
payments under customary fixed-dollar 
annuities from meeting this goal. We 
need only look nearby to our retired ac- 
quaintances to see the extent of this 
failure. 

The reason most pensions are and will 
probably prove to be inadequate is bound 
up with the methods of funding the plan 
and computing benefits. Most plans call 
for fixed or percentage-of-salary contribu- 
tions and at retirement call for the pur- 
chase of a fixed annuity for life. The ac- 
cumulation and retirement periods may be 
lengthy, covering a span of half a cen- 
tury. Life expectancy at age 65 is now 
about 15 years. Both past experience and 
future prospects indicate that, in spite of 
temporary declines, during each of these 
long periods inflation is likely. The accu- 
mulated funds, which are usually invested 
in bonds and mortgages will probably be 
too small to purchase an adequate annuity 
at the newer price levels. Further, the 
fixed payments during retirement will lose 
purchasing power when the cost of living 
rises. Such has been the sad case during 
most accumulation or retirement periods 
in the last 100 years. For those of us hav- 
ing a conventional retirement plan, it is 
somewhat frightening to think what 
might happen to our own pension benefits 
in the future. 
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The case is not hopeless, however, if 
roper planning provides for the possi- 
tty of inflation. Various solutions—— 
none perfect—have been devised to meet 
inflationary problems, with the variable 
annuity being both the most popular and 
most promising. A few of these possible 
solutions will be discussed. 

Ideally, the annuity payments during 
retirement should move in exact propor- 
tion to changes in the cost of living, as 
should the value of the retirement fund 
during the accumulation period. One 
possibility would be for the employer to 
guarantee the above correlation. Such a 
plan was described by Geoffrey N. Calvert 
in the September 1954 issue of the Har- 
vard Business Review. 

The difficulty with this plan is that the 
employer's cost is always unknown; he 
may be taking on a greater liability than 
he desires. Another difficulty is that to 
prevent the costs from being exorbitant, 
the employer must have an escape clause, 
should the cost of living skyrocket. This 
then leaves the employe unprotected. 
Probably few employers will be willing to 
assume the necessary risks of this almost 
ideal solution. 

Another plan, which is sometimes used, 
grants the employe a fixed annuity, based 
on an average of his highest or latest earn- 
ings (e.g., an average of the last three 
years). Two main difficulties exist in this 
type of plan. The employe is not protected 
against further increases in the cost of liv- 
ing during retirement should he be so 
lucky (or unlucky?) as to live to a ripe 
old age. With a decade or two of inflation 
during retirement this may be disastrous. 
The employer also bears risk; that of not 
knowing in advance what his liability is 
going to be. His costs may finally be much 
higher than originally anticipated. 

A third possibility relieves the employer 
of all risk, yet provides the employe with 
a high degree of protection against in- 
flation. This couples a regular fixed 
annuity (which gives protection against 
deflation) with a variable annuity (which 
offers protection against inflation). Vari- 
able payments are made possible by fund- 
ing with equity investments, during both 
the accumulation and retirement periods, 
such as investments in common stocks, 
mutual funds, or real estate. Retirement 





payments are arranged to vary with the 
current value of the portfolio. 

Studies of past history made by various 
ifsurance companies reveal a high correla- 
tion between common stock values and 
the cost of living. Part of the pension 
funds are therefore invested in equities 
during the long accumulation period, per- 
mitting appreciation (as well as a higher 
rate of return), and the same is done 
during the retirement period. Annuity 
payments during retirement are based 
upon actuarial calculations of life ex- 
pectancy for the group, so that they con- 
tinue for life. The payments will fluctuate, 
however, based on the employe’s relative 
share of the equity fund and changing 
stock values. 

Combination variable and fixed annuity 
plans have been found, in almost all of 
the hundreds of studies made, to be 
superior to conventional fixed annuities, 
mainly because of changes in general price 
levels during the long accumulation period. 
They also would have fared quite well in 
meeting the cost of living, except during 
short periods of excessive depressions in 
stock prices or runaway inflation of living 
costs. Unless an employer is willing to 
guarantee against these, the combination 
fixed and variable annuity appears to be 
the most satisfactory solution yet dis- 
covered. 

It is interesting to note that variable 
annuities were first devised by academic 
economists and financial men who were 
interested in adequate pensions for college 
teachers. Sumner Slichter and Seymour 
Harris of Harvard, Herbert Dougall of 
Stanford, Wilford Eiteman of Michigan, 
to mention only a few names, were no- 
table pioneers. They promoted an equities 
fund in combination with regular pen- 
sions for the Teachers Insurance Annuity 
Association which handles pensions for 
many colleges and universities. 

The plans, however, are not limited 
to a lucky group of “ivory tower” vision- 
aries. Many industrial groups were quick 
to realize the merits of the idea and 
pattern their plans accordingly. A grow- 
ing list of companies using variable 
annuity plans include most of the airlines, 
industrials such as Bristol-Myers, Boeing 
Aircraft, and Warner-Lambert Pharma- 

(Continued on page 556) 


CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, Two Park Avenue, New York 16, N. Y., before the 
first of the month to affect the following month's issue. For 
instance, if you desire the address changed for your January 
issue, we should be notified of your new address before De- 
cember 1. Be sure to include your postal zone as well as 


your old and new address. 
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ceutical Company, brokerage houses such 
as Kidder Peabody & Co. and Smith 
Barney & Co., and among the utilities, 
New Jersey Power & Light Company and 
General Public Utilities Corporation. 

It is not necessary to list the 12 airlines 
using variable annuities but it is interesting 
to note that the plans cover pilots whose 
retirement period is longer than average, 
thus making them even more susceptible 
to the ravages of inflation. 

Industrial group variable annuity plans 
are eligible for the special tax advantages 
mentioned above, provided the trust 
qualifies in other respects. In addition to 
tax benefits, they offer a hedge against 
inflation, and when coupled with fixed 
annuities, a hedge against deflation. The 


+ OPPORTUNITIES* 


EMPLOYMENT * SERVICES * MISCELLANEOUS 


RATES: $5.00 per.inch ox. traction thereof each 
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HELP WANTED 





ACCOUNTING MANAGER WITH 

OUTSTANDING POTENTIAL 
A large nationwide organization with head- 
quarters in the Middlewest is interested in 
hiring an Accounting Department manager 
with top-management potential. He must have 
an impressive education and business back- 
ground. Experience with a retail or mer- 
chandising multiunit company preferred. This 
is a rare opportunity for an outstanding man 
to make unusual progress. Liberal beginning 
salary. Submit résumé outlining age, experi- 
ence, education and salary expected. Enclose 
snapshot. Box 2362. 
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CONTROLLER-TREASURER 


Financial administrative executive offers 20 
years of diversified top-level experience, 
functioning as part of management group. 
Practical experience includes executive du- 
ties, financial organization planning, bank- 
ing relations, SEC underwriting activities, 
developing expansion and _ cost-reduction 
programs; analyzing and interpreting costs, 
budgets, inventory and financial controls, all 
phases of general accounting, internal audit- 
ing, systems, procedures, taxes, financial and 
cost reports. Certified public accountant. 
Will travel from New York home base. 
Present earnings $22,000. Box 2341. 


CONTROLLER or ASSISTANT 
Six years’ controllership experience at top 
administrative level; electronics and plastics 
manufacturing. Strong on budgets, costs, fi- 
nance, internal auditing, systems and manage- 
ment controls. M.B.A., age 37, married. Sal- 
ary $12,000. Box 2359. 
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1957 Commerce Clearing House book 
Pension and Profit-Sharing Plans and 
Clauses gives the full text of four of these 
plans. Many articles have also been 
written on this subject for those interested 
in pursuing this important type of pen- 
sion plan further. 

Unfortunately, variable annuities are 
not generally available to individuals who 
are not members of a company group 
plan. This is true because, except for 
Washington, D. C., (which has two 
variable annuity companies) and three 
other states which permit licensing, large 
equity investments * life insurance com- 
panies are illegal. Life insurance compa- 
nies are the only ones which may legally 
issue variable annuities to the public, be- 
cause the retirement benefits are based 
upon life expectancy. Unhappily, this in- 
dustry is split within its own ranks on 
this question, with Metropolitan leading 
the opposition and Prudential the cham- 
pions. The public is thereby denied a de- 
sirable product. ie | aid 

This unsettled question” will” become 
even more important and ‘pressing if. the 
Keogh-Jenkins _ bills, - permitting: self- 
employed individuals to share in_ some of 
the tax advantages of qualified plans, ‘be- 
come law in the next session of Congress. 
Many alert individuals will wish to invest 
in a variable annuity but, not being mem- 
bers of a group, may be legally unable to 
buy one. Legislation legalizing the vari- 
able annuity, under proper supervision, of 
course, is needed in each of the 48 states. 
Familiarity with the operations of variable 
plans by management, employes, and 
legislators will aid in bringing about pas- 
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CONTROLLER-TREASURER 


After profitable sale, aggressive financial and 
accounting administrative officer seeks op- 
portunity with medium-sized firm. Age 41, 
member CIA, personable. Experienced in 
latest techniques, EDP, organizing, negotiat- 
ing, planning. Salary open, last $25,000. Box 
2360. 
CONTROLLER 
ASSISTANT OR DIVISIONAL 


Broad accounting and administrative back- 
ground national multiplant manufacturer in- 
dustrial, government, and consumer product. 
Nine years divisional controller top accounting 
responsibility plus other management assign- 
ments. Growth- and cost-conscious training 
available for improved opening. College, mar- 
ried. Buffalo, N. Y. area. Can relocate. Box 
2363. 


CONTROLLER 


Age 36. Six years’ service as controller of me- 
dium-sized multiplant, multicorporation man- 
ufacturer reporting directly to president. Ex- 
perienced in accounting, insurance, taxes, of- 
fice management, IBM, government contract 
negotiating and renegotiation. Box 2364. 
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sage of this required legislation. It wil] 
also be very useful in group pension. 
planning for the future. 


SUMMARY 

In summary, companies which have not 
yet adopted pension plans should be aware’ 
that they may be currently understating 
labor costs and hence overstating net in. 
come. This will be true if the company 
later adopts a pension plan and is forced 
to make up the past-service costs of older 
employes. In addition, a considerable 
number of current tax benefits for both 
the company and its employes are being 
foregone. These matters should be con- 
sidered immediately if pensions are in the 
offing. 

The choice between a pension or profit- 
sharing plan is difficult to make, but in 
general the former places emphasis on 
employe security and goodwill, whereas 
the latter emphasizes: employe incentive. 
Either offers tremendous tax advantages 
if. the plas-qualifies under Internal Reve- 
naerode Section 40: ; a 
« The..problems: of vesting and inflation 
aremexceptionallye important: when-"con- 
sidering deferred compensation plans and 
call for proper planning. In addition to “ 
the benefits of job mobility for employes, 
vesting also offers several possible benefits , 
to both employers and the whole economy , 
through better employe relations, preven- 
tion of locked-in unsatisfactory employes, 
easier movement of elders in the work 
force, and the ability of the most qualified 
workers to move to the most productive 
jobs. 

Too few plans call for adequate pay- 
ments to meet changes in the cost of liv- 
ing once the plan has been set up. The 
typical retired worker, who, of course, has 
been unable to build a very large estate, 
has been severely hurt by inflation in re- 
cent decades. Methods are now available 
to satisfactorily cope with these inflation 
problems, and are being adopted by, 
private trusteed plans. All employers’ 
should be concerned with meeting their 
responsibility to provide pensions which 
take into account the purchasing power of 
retirement payments. This can be aided 
by legislation making variable annuities 
legal products of life insurance companies 
on both a group and individual basis. 
Until such time, trusteed plans may be 
patterned to meet these basic needs. 

In essence, the solution lies in invest- | 
ing part of the pension funds in | 
equity securities which tend to move with 
increases in price levels. Payments during 
retirement must also be geared to these 
changes. Several methods of accomplish- 
ing adequate payments are described 
above. If these are additionally designed 
to qualify for tax benefits and offer satis- 
factory vesting, they will undoubtedly 
provide the most satisfactory answers to 
the basic questions in pension planning 
posed in this paper. 
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